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e In the Record e 


It’s a full issue—this first Business Record of the new 
year, and while we’re a bit late in getting it to you its 
contents are well worth waiting for. On current expecta- 
tions and realities, we recommend your serious attention 
to one or more of the following: 


Business Highlights— Business itself is going to continue 
to be one of its own big customers. (It is now accounting 
for more than 10% of total national output.) Does busi- 
ness have the necessary funds to pay for these goods? 
Liquidity is one of the issues of the day—in funds for 
business, in the banking system, in the matter of stocks. 
. . . (See page 2 for “Business as a Customer.’’) 


Construction—The outlook for individual types of con- 
struction shows marked disparities. In general, public 
construction seems to be in for a bigger rise than private 
construction. Trends can be closely examined through 
tables, charts and text in a special story starting on 
page 16. 


Farm Equipment—Sales of farm machinery and equip- 
ment in 1956 were considerably (perhaps 25%) below the 
all-time peak of 1951. Although sales (in real rather than 
dollar terms) are more than double their prewar level, 
farm machinery manufacturers have recently found 
themselves with sizable quantities of excess capacity. 
What’s happening both on the farm and in the farm 
machinery industry is discussed starting on page 7. 


Executives Talk—Generally optimistic, the 213 com- 
panies recently surveyed by the Board report on their 
plans and expectations for the first six months of 1957. 
The over-all picture is summarized on pages 14 and 15. 
Forecasts of new orders, dollar billings, production, 
inventories and profits, by company and industry, begin 


on page 43. 
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In Canada 


Quarterly Review—A nine-page survey of the Cana- 
dian economy appears in this issue. The continuing table 
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of economic indicators is on page 22, and the chart on 
quarterly changes in components of gross national 
product occupies all of page 21. 

In 1955 and 1956, taken together, the rise in GNP was 
well over 20%, about three quarters of which repre- 
sented an increment to the physical volume of output. 
Suppose such a pace could be maintained? Turn to 
page 20 for discussion of this point; also for some inter- 
esting Canada-U. S. contrasts. Other subjects treated 
are price trends, cost pressures, impact of monetary 
restraint. ... 


Statistical Milestone—Charts mainly tell the story of 
the intermediate production relationships that lie be- 
hind national income aggregates. How are the products 
of forty-two industries assimilated into one vast eco- 
nomic system? (See page 29.) 


State Taxes on Business 


In 1946, these taxes took $1.0 billion, roughly equivalent to 
2.1% of total business income. In 1956, levies on business 
yielded $2.6 billion, equivalent to 3.6% of business income. 
The search by state governments for additional revenues has 
seemingly become perennial. Which taxes give fairly constant 
revenue? Which are gaining in relative importance? (See 
page 34.) 

ee ®@ 


Economic Concentration 


To what extent does a small number or proportion of firms 
account for a relatively large proportion of output of the 
economy or of particular parts of the economy? Has the wave 
of mergers over the past several years really added much to 
industry concentration? How does one measure this thing 
called concentration? What’s the latest information on the 
subject? The first of a series dealing with phases of this com- 
plex subject appears in this issue starting on page 39. 


BUSINESS AS A CUSTOMER 


Industry's demand for its own products—plant, equipment, 


and materials for inventory—is a key dimension of 1957 


S THE OLD year ended and the new began, the 
Middle East crisis gave some appearance of cool- 
ing, and the Hungarian revolution disappeared 

from the front pages of newspapers. A quick survey of 
the damage revealed that the trend of government 
spending for defense and aid had been tilted upward 
somewhat more steeply (it had had an uptilt even before 
world conditions erupted in October). 

But there was good evidence that the sentiments of 
neither consumers nor businessmen had been perma- 
nently changed. Retail trade in December gave no indi- 
cation that consumers were thinking in terms of impend- 
ing scarcities. In fact, price resistance was noted by 
retailers throughout the holiday season. Industrial sell- 
ers, too, were encountering the same phenomenon, and 
commodity prices, which had risen expectantly in 
November, declined throughout December. Stock prices, 
which had dipped during November, recovered their 
loss in early December, but thereafter exhibited no 
particular sensitivity to the international situation. 

With the major external influence affecting busi- 
ness conditions assumed away again, at least tempo- 
rarily, the internal condition of the United States 
economy was back on the analyst’s stage. Front and 
center were money conditions, automobile sales, capital 
expenditures and inventory policy—four areas of busi- 
ness which in 1957 appear to be in a special relationship 
to each other. 


BUSINESS SELLS ITSELF 


The core of this area is business demand—for plant, 
for equipment, and for the materials and products it 
carries on its shelves. 

In 1955, the business sector sold itself about $35- 
billion worth of goods and services—over one tenth of 
total business output, and roughly one eleventh of all 
gross national product. The $35 billion includes plant, 
equipment, net change in inventory, and capital outlays 
charged to current expense. It excludes private resi- 
dential building (which is treated as business investment 
in the national accounts), oil and gas well drilling, and 
all investment in farm business. If these investment 
forms were added to the total, business sales to itself in 
1955 equaled $60 billion,! more than one sixth of gross 


1 This broader definition is conceptually equivalent to “gross 
private domestic investment” in the national accounts. 


business product. Even by the narrower definition, busi-- 
ness was almost as big a customer for its output as were: 
the federal, state and local governments combined. 

In 1956, business sales to itself, as narrowly defined,, 
climbed to about $42 billion (about $65 billion, broadly’ 
defined) —more than it sold to all domestic governments. , 
As the year closed, its purchase rate was about $46 bil-- 
lion, one eighth of total business output, and one ninth 
of total gross product. 


FUNDS FOR BUSINESS BUYING 
} 


These figures, drawn largely from the national ac-’ 
counts, suggest the dominant role which reinvestment of ! 
business receipts has played over the past year. They’ 
also suggest why the business sector increased its short-- 
term debt by about $5 billion over the year, and at the: 
same time reduced its holdings of cash and governments: 
by more than $4 billion. Despite this drain of quick: 
assets, the net working capital of United States cor-. 
porations has continued to rise. But over the past year: 
the rate of business investment has been transform-- 
ing corporate balance sheets from a relatively liquid! 
condition to the least liquid condition since World! 
War II. 

Whether the present degree of corporate liquidity has: 
any special consequences is hard to say, but it is at least: 
clear that the current pronounced downtrend of liq-. 
uidity ratios is not likely to continue much longer: 
without temporary abatement. The net energy imparted| 
to business activity by the drawing down of liquidity: 
may be about to dwindle, or even to reverse. Liquidity’ 
is already very low in those industries such as nonelec-. 
trical machinery, electrical machinery, transportation: 
equipment, and fabricated metals which, in general, are: 
expected to be sustaining forces in the near-term: 
outlook. 

This lack of liquidity may indicate that the accumula-. 
tion of necessary resources (notably inventories) is al- 
ready far advanced, and that in 1957 these industries: 
will be seeking a return to a more liquid position. This: 
condition seems to prevail in some degree almost: 
throughout the manufacturing sector. To the extent: 
that it does prevail, business in 1956 may have done. 
some borrowing from 1957. 

Very similar observations apply to the banking sys- 
tem. Since the end of 1954, commercial banks have 
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The Trend in Plant and Equipment 


CAPITAL OUTLAYS“ 
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Sources: Department of Commerce; Securities and Exchange Commis- 
sion; Federal Reserve; Bureau of Labor Statistics; F. W. Dodge; The 
Conference Board. Arrows for Capital Outlays indicate anticipated 
spending for first-quarter 1957. All scales are proportionats 


increased their loans almost $20 billion and reduced 
their holdings of securities about $12 billion. At the end 
of 1954, loans and investments in government securities 
were approximately equal; by the end of 1956, loans 
exceeded holdings of governments by almost 60%. In 
recent months, a number of bankers have taken the 
view that expansion of loens at the expense of invest- 
ments is becoming increasingly unwise. 

There has, indeed, been some indication that the sell- 
off of governments has abated. It is not clear whether 
this is owing to concern over bank liquidity on the part 
of bankers, or a less pressing demand for loans on the 
part of borrowers. (It is possible that the latest available 
figures still reflect a temporary lessening of inventory 
borrowing among steel consumers as a result of the 
forced liquidation during and immediately following the 
steel strike.) The liquidity of commercial banks is cer- 
tainly vastly higher than it has been over long periods in 
the past—for example, throughout the 1920’s. But the 
trend in bank liquidity (as well as the trend in the rela- 
tionship of bank deposits to bank capital) is now becom- 
ing a significant aspect of the banking system, and hence 
a significant influence on business spending. 


THE PRICE OF MONEY 


The price of money is another significant statistic af- 
fecting business spending. Because of the time lag in- 
volved, the full impact of rising interest rates is not 
immediately effective. But after a year of relatively 
sharp rise in the rate structure, the cost of renewing a 
one-year bank loan is now substantially higher than 
when the loan was first made. The effects of rising 
interest costs are, therefore, expected to be more notice- 
able in 1957 than they were in 1956. 

Add to this picture of increasingly illiquid conditions 
in banks and industry the fact that heavy tax payments 
are in sight for the end of the first quarter (and perhaps 
a considerable net demand for consumer credit in the 
second quarter). Add also that the trend of corporate 
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profits is no longer upward and it seems reasonably 
assured that in the near term availability of funds will 
exert at least a moderately restraining influence on busi- 
ness spending. The more difficult question is in what 
direction this restraint will be felt: in a more conserva- 
tive inventory policy? or a more conservative rate of 
spending on capital goods? or in both these directions 
at once? 


AUTOMOBILES AND INVENTORY 


Among the influences (other than availability of 
funds) which play upon inventory policy are the trend 
of prices and the readiness with which new supplies can 
be obtained when necessary. Throughout the past two 
years, both these factors have favored inventory accu- 
mulation. Prices were in an uptrend and supplies of a 
number of important materials (including steel) were 
uncertain or lead-times long. 

In 1955, the uncertainty of supply was owing mainly 
to the tremendous rate of absorption of materials by the 
automobile industry. In 1956, it was owing to the press- 
ing demands of the capital goods industries, and to the 
competition of purchasing agents themselves who were 
anxious to lengthen their coverage. 

For 1957, the supply of a number of critical materials 
is uncertain (and the price trend is still upward). This, 
of course, includes many heavy steel products, for some 
of which actual physical shortage would be a more 
accurate description than uncertainty. But there is 
evidence that supplies of most other basic materials are 
growing increasingly adequate, and that the urge to 
accumulate further inventories is losing its market 
justification. 

While the automobile industry is far from being the 
whole economy, with respect to inventory policy it may 
well be a critical element in 1957. If the automobile 
picture for 1957 were such as to indicate production at a 
1955 rate, inventory demand for the broad range of 
materials entering into automobile production could 
well persist throughout the year. On the other hand, if 
automotive consumption of materials were to be no 
higher than in 1956, the incentive could well be expected 
to fade in the very near future. Purchasing executives 
live by a logic that is not unknown outside the business 
world: they want most what is hard to get, and lose 
interest when it becomes readily available. 


AUTOMOBILES AND CAPITAL OUTLAYS 


It is not inventory policy alone that is involved in the 
course of the 1957 automobile market. A return to the 
heights of 1955 in automobile sales would doubtless 
serve to justify current spending on new capacity in a 
multitude of industries directly related to autos. And, 
by demonstrating the sustained strength of end-product 
demand, it would impliedly support capital spending of 
all industries. A clearly buoyant level of per capita 
spending on nonessentials (combined with the obvious 
and dependable uptrend in the number of capita) would 


Diffusion Index Rises 


The Board’s diffusion index rose slightly in November, 
as it had in October. However, at minus 0.42, the index 
was still recording no significant trend either upward or 
downward in general business conditions. 
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In November, commodity prices, freight carloadings, 
and hours worked in durables industries rose, and the 
number of business failures declined. Stock prices fell, 
and hours worked in nondurables industries subsided 
slightly. After seasonal adjustment, steel ingot produc- 
tion declined slightly (the usual October-November 
seasonal increase was impossible under conditions of 
capacity operation). 

In recent months, the trend of residential construc- 
tion contract awards has declined erratically, while 
nonresidential awards have shown no clear trend (they 
fell sharply in December). 

The diffusion method of summarizing the behavior of 
a large number of individual indicators is described in 
the Board’s Technical Paper, Number Five, “Cyclical 
Diffusion: A New Tool for Business Analysis.” Copies 
are available to Associates on request. 


go far toward exterminating the lurking doubts about 
“mature economy” and “secondary postwar recession” 
which are present in the 1957 atmosphere. 

By the same token, a clear failure of automobile sales 
to lift itself off the 6-million rate of 1956 would do two 
things. It would make a liberal margin of resources 
available for capital goods and inventory, and it would 
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seriously weaken the incentives to acquire capital goods 
and inventory. At 6.5 million (a majority of analysts 
still consider this the most probable level), automo- 
biles are a neutral element in the outlook. At 7.0 million, 
automobiles are strongly bullish: not so much because of 
the additional 500,000 cars, but because of the suppor- 
tive effect such a sales level would have on capital out- 
lays, and the stimulative effect it would have on inven- 
tory policy. At 6.0 million, on the other hand, automo- 
biles are strongly bearish: again not because of the loss 
of volume, but because of the warnings it would post 
with respect to capital outlays, and the depressive effect 
it would have on inventory demand. 

It might be added that at the moment the automotive 
outlook is not quite so rosy'as it was considered by many 
six weeks ago. Sales rates, particularly in the medium- 
price field, were disappointingly low in November 
and December. Total volume in the two months was 
approximately 900,000—considerably below the late 
months of 1955, and slightly lower than the last two 
months! of 1954. Part of the difference may be attributa- 
ble to changed introduction dates and to production 
difficulties in Detroit, particularly at one of the Big 
Three where models underwent radical redesign. 

In any event, by late December, substantial discount- 
ing was already going on ix a number of lines. And the 
6.5 million forecast, while still the majority view, was no 
longer being treated as a minimal estimate by anyone 
who could be presumed to have an informed opinion. 
(Approximately the same situation seems to prevail in 
the television industry. Sales in the immediate pre- 
Christmas weeks were evidently well below expecta- 
tions, and forecasts of set sales running above 7.0 million 
for 1957 would now have to be considered a little 
optimistic.) 

INSIDE CAPITAL OUTLAYS 

Within the capital goods industries themselves, all 
now appears to be stable, at a very high level. Total 
capital outlays in the first quarter of 1957 are expected 
(on the basis of the Commerce-SEC survey of spending 
plans) to be at an annual rate of about $38 billion. A 
McGraw-Hill survey of capital spending plans for all of 
1957 points to a total somewhere between $38 billion 
and $39 billion, which leaves a little room (but not 
- much) for an increase over the first-quarter level in the 
remaining quarters of the year. 

The survey also found that business expects, on the 
average, a 6% increase in the cost of plant and equip- 
ment during 1957. If this expectation is accurate, the 
essence of the McGraw-Hill projection seems to be that 
deliveries of plant and equipment, in physical terms, 
will show little or no quarter-to-quarter change during 
the year. 

In both the Commerce-SEC and the McGraw-Hill 
survey, a number of industries appear to be in a declin- 
ing phase in capital programs—among them the auto- 


1 In December, 1954, new-car registrations were swelled somewhat 
by so-called “preregistrations.” 
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mobile industry, textiles, building materials, apparel, 
and furniture. In railroads and public utilities, and in a 
number of manufacturing industries (primary metals, 
chemicals and petroleum) the spending rate is appar- 
ently still rising. This pattern—a developing plateau in 
the actual spending rate, with increasing diversity in the 
trend of the component industries—is quite in conform- 
ance with other available evidence. (See chart.) 

Machinery production appears now to be on a stable 
level, with prices still rising (rather more rapidly than 
the 6% per annum rate expected by respondents to the 
McGraw-Hill survey). Machinery sales still appear to 
have a slight uptrend in current dollars, but on a de- 
flated basis have been about unchanged for the past 
several quarters. Similarly, backlogs in the machinery 
industry, after a sharp rise in the last half of 1955 and 
the first half of 1956, had apparently leveled off by late 
in the year. 

Construction awards for nonresidential building, 
after a phenomenal first half, have been no better than 
stable in the last half, and could conceivably be con- 
sidered to be in a decline. By the end of the third quar- 
ter, appropriation backlogs in manufacturing industries, 
as measured by Tue ConrerRENCE Boarp’s survey of 
large manufacturing companies, were declining in al- 
most all lines (exceptions were electrical machinery and 
chemicals). In the first quarter of 1956, all of the thir- 
teen classifications for which these data are available 
were rising. Seven began declining in the second quarter, 
and were joined by four others in the third quarter. 

The implication of all of these figures is that the 
general incentives for capital outlays have dwindled as 
the aggregate level of such outlays has risen, and that 
individual industries are now much more likely to gear 
their spending plans directly to short-term market condi- 
tions than they were during 1956. (The probable error 
in the expectations series for 1957 is accordingly con- 
siderably larger than it was in 1956.) 


STOCKS: TO ADD OR LIQUIDATE? 


Late in 1956, total business inventories were in the 
neighborhood of $88 billion and were, apart from price 
influences, rising at about a $5-billion-a-year rate. The 
book value of business inventories in the fourth quarter 
evidently was rising at an $8-billion rate, with price 
inflation accounting for the extra $3 billion. 

Over the past year, manufacturing industries ac- 
counted for almost all of the $7-billion rise in book 
inventory, and durable goods industries accounted for 
most of the rise in manufacturing. Wholesale inventories 
rose slightly, and retail inventories not at all. (Within 
the retail level, durables inventories declined, owing toa 
sharp reduction in automobile stocks, while soft-goods 
stocks rose.) 

The composition of the increase in manufacturing 
inventories, by stage of fabrication, has been shifting 
away from purchased materials, and toward finished 

(Continued on page 28) 


Purchasing Power of Dollar Down in November 


CONSUMER GOODS cost 0.5% more in November, 
1956, according to Taz ConFERENCE Boarp’s index of 
retail prices. The all-items index for the United States 
rose to 103.2 (1953 = 100), which was 2.5% above that 
of November, 1955. 


Price Movements over the Month 


The purchasing value of the November dollar fell to 
96.9 cents (1953 dollar = 100 cents). This was 0.5 cent 
below the previous month’s value and 2.4 cents below 
November, 1955. 

Food was the only major commodity group to decline 
over the month; it was 0.3% cheaper. The rise in the retail 
price level, which was the largest for the year, conse- 
quently was the result of price hikes in all other com- 
modity groups. Transportation costs rose 3.5% and hous- 
ing, apparel and sundries each were up 0.2%. 


Housing costs were up 0.2%, primarily because of sea- 
sonal increases in fuel prices. Smaller advances occurred 
in rents, housefurnishings and household operations. 

Apparel costs inched up 0.2%. Men’s apparel prices, 
strong throughout the year, were 0.3% higher, and ap- 
parel services cost 0.4% more. Women’s apparel prices 
remained at the October level. 

The largest increase during the month was in transpor- 
tation costs. The higher-priced 1957 cars caused a 4.1% 
advance in the automobile index. Public transportation 
charges moved up fractionally. 

The sundries index rose 0.2% in response to slightly 
higher prices for medical care, personal care and recreation. 


Changes over the Year 


Retail prices were 2.5% higher than in November, 1955. 
Food prices rose 2.6%, with all food groups experiencing 
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Food prices have been seesawing up and down for a few 
months. The decline in November was the result of price 
drops for meats, fresh fruits and potatoes. Meat, fish and 
poultry were 1.7% cheaper than in the previous month as 
eae supplies of beef, pork and poultry pulled prices 

own. 

Poultry has been on the bargain shelves for several 
months and a further drop of 3% brought prices 9% 
below the year-ago level. Cereal and bakery products 
were up 0.2%. Flour was slightly cheaper, but bread was 
0.5% higher. The dairy products and eggs group was 0.7% 
higher, even though eggs were somewhat cheaper. The de- 
cline in fruit and vegetable prices was owing to a plentiful 
supply of fresh fruits and potatoes. 
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increases, Meat, fish and poultry were 2.0% dearer than a 
year ago, and fruits and vegetables were 4.2% higher. 
Housing costs rose 1.6%. The main hikes were in fuel, 
power and water, which were up 2.3%. Household opera- 
tions had a 2.2% advance, and rents and housefurnishings 
were up 1.8% and 0.6%, respectively. Men’s clothing 
costs increased 2.3%, bringing a rise of 1.4% in the ap- 
parel index; women’s clothing was slightly cheaper. 
Apparel services were up 5.7%. Transportation costs rose 
4.7%, with both automobile and public transportation 
prices advancing more than 4%. The sundries index was 
2.4% higher. Medical care charges rose substantially, and 
personal care items were also up considerably; recreation 
costs, alcoholic beverages, and tobacco had lesser increases. 
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DOWNTREND IN FARM EQUIPMENT 


In 1956, farmers’ buying hit lowest point in nearly a decade 


“layoffs” in the farm machinery and equipment 

industry have been a recurrent item in trade and 
financial papers for most of the past five years. These 
reports took on particular urgency in 1954 and again in 
1956, especially the first half of 1956. 

What is the extent of the “slump’’? 

What are the factors underlying it? 

And what is the industry doing about it? 

In 1951, after twelve years of sizable and almost un- 
interrupted annual increases, manufacturers’ shipments 
of agricultural machinery and equipment! reached a 
level of $2.2 billion, the all-time peak, and roughly six 
times the level of 1939. (Domestic shipments in 1951 
accounted for about three fourths of the total.) 

This is an outstanding record—even for that boom 
period. (Between 1939 and 1951, total corporate sales in 
the United States quadrupled, and gross national 
product increased 250%.) 

A three-year downtrend in farm equipment sales fol- 
lowed 1951. By 1954, the level had dropped to $1.55 
billion, some 30% below the peak, yet still at least four 
times as large as sales in prewar years. A significant 
recovery in 1955 brought sales to nearly 20% above 1954, 
but preliminary estimates for 1956 indicate another 
drop of perhaps 10%. This suggests that, for 1956, sales 
of farm machinery and equipment were about 25% 
below the all-time peak of 1951. 

While the industry’s dollar volume has clearly shrunk 
from the banner year of 1951, it is still holding up at a 
level about four times as great as in 1939. Higher prices 
account for roughly half of this increase; in real terms 
sales are more than double their prewar level. Price 
rises in the latter part of 1955, averaging 7%, and some 
sporadic further hikes in the past few months averaging 
perhaps 5% (in response to the higher steel prices and 
wage increases), have bolstered the value figures some- 
what. Consequently, the physical output of farm equip- 
ment is down a bit more from 1955 than the dollar 
figures imply. And because of production cutbacks, em- 
ployment in the agricultural machinery and equipment 
industry has fallen about 20% since 1951. 


Riser of “slump,” “plant shutdowns,” and 


ON THE FARM 


Even though total realized net farm income has fallen 
“precipitously since 1947 (by 1955 it was off about one 
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third), farmers’ purchases of machinery and equipment 
continued brisk up until 1952. 

After World War II, farmers were in a position to 
buy a great amount of machinery. Their incomes were 
high, and their equities had been built up substantially 
during the war. They were in good financial condition to 
buy the equipment they had deferred buying in the 
previous decade and a half—in the depressed Thirties 
because they did not have the money, and in the first 
half of the Forties because of tight supplies. 

The years 1947 and 1948 witnessed a record speed-up 
in farm equipment buying. Purchases practically dou- 
bled from 1946 to 1947, and jumped another 45% in 
1948. In these years, and several years thereafter, farm- 
ers were doing a lot of catching up. After a minor dip 
in 1950, purchases rose in 1951 to an all-time peak of 
$2.3 billion ($3.2 billion including trucks and automo- 
biles).? 

During the following four years purchases declined 
slowly, and by 1955 were 20% below the peak, but still 
more than four times the prewar level. In 1956 the de- 
cline accelerated: preliminary indications suggest a 
figure of around $1.35 billion (excluding automobiles 
and motor vehicles). This figure is roughly 25% below 
the preceding year, and 40% below the 1951 peak (but 
still more than three times the prewar level). 

Farmers’ spending on machinery for 1956 has dropped 
more steeply from 1955 than manufacturers’ shipments. 
A small increase in exports of farm machinery accounts 
for a minor part of this discrepancy. Another contribut- 
ing factor may be an increase in discounts granted by 
dealers in the past year. (Retail dealers in the past few 
years have been giving farmers discounts off list prices 
and higher-than-market prices for trade-ins.) In the 
main, however, the sharp drop of retail sales relative to 
manufacturers’ shipments points to a rise in dealers’ 
inventories. 

Historically, there has been a close relationship be- 

1 Ag used in this article, “agricultural machinery and equipment” 
includes tractors but excludes motor trucks and automobiles, unless 
otherwise specified. Manufacturers’ shipments include shipments for 
export which, in the past decade, have constituted between 15% and 
25% of total annual shipments. 

2 Expenditures on automobiles, as used in this article, do not in- 
clude the total made by farmers for automobiles, but only that portion 
which is estimated to be for farm use. To derive the farm-use com- 
ponent, the Department of Agriculture uses 40% of total farm pur- 
chases ri automobiles, except for the years 1942 to 1945 when 50% 
was used. 
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tween farmers’ cash receipts and their expenditures for equipment industry converted back to civilian produc- ' 


machinery and equipment.! (See regression line fitted tion, these goods became more plentiful, purchases | 
to data for the years 1910 through 1955, excluding the soared, and 1949 through 1951 stood well above the. 
war years 1918 and 1919 and the war and immediate trend line. From 1952 through 1955, expenditures and | 


postwar years 1942 through 1947, in the chart below.) cash farm income hovered very close to the long-term 
EFFECT OF FARM INCOME trend. The big downturn in equipment spending last 


years immediately following, there was a marked devia- prewar trend. (See dotted line on chart.) 

tion from the line of relationship, owing to the abnor- The dangers implicit in inferring future relationships 

malities inherent in such periods. Particularly in 1948 from past trends make it difficult to state which of these 

and 1946, expenditures for farm machinery and el eas two lines will be more meaningful in the years ahead. 

ment lagged appreciably behind the sharp rises in farm However, it is quite apparent that the type of farming 

cash receipts, because of limited supply. As the farm which has emerged in the postwar period is marked 
1 The correlation over the long term is high, both with cash receipts different from that of two decades ago. Farming has be- 


from farming and with net farm income. However, it is somewhat 


closer with the former. come more and more a mechanized industry. Whereas 
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. h year indicates that 1956 fell considerably below the line. | 
During World War I, as well as World War IT and the As a matter of fact it was significantly closer to the | 
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Stocks of machinery and equipment on farms have risen materially since the mid-Forties. 
The number of tractors and motor trucks has practically doubled, grain combines have 
more than doubled, mechanical corn pickers have tripled, and the number of farms with 
milking machines has also doubled. 

In contrast, the number of automobiles on farms has remained practically constant over 
the past decade. This is primarily a result of the decline in the number of farms. (In fact, a 
larger proportion has cars today than a decade ago.) An additional factor is that an 
automobile has traditionally been nothing short of essential to many farmers, particularly 
those who live long distances from towns. Even back in 1925 there were 3.3 million auto- 
mobiles on farms, compared with only 550,000 tractors. Small versatile tractors had not 
yet appeared, and the tractors then in use were for the most part not practical for general 
farms under 200 acres. 

By the mid-Thirties one-plow tractors for use on small farms began to be produced in 
large quantities. Thirty years ago, grain combines, corn pickers, and milking machines were 
fairly recent innovations, just beginning to gain mass markets. Pick-up balers had not even 
been commercially introduced. 

Concomitant with the sizable gains in tractor numbers since mid-1940 has been a steady 
decline in the number of horses and mules on farms. Farm work animals have declined from 
26.7 million in 1918 to 12 million in 1945, and to around 4 million today. [Source for chart: 
Department of Agriculture.] 


farmers’ expenditures on machinery and equipment in the eight years preceding 1956, it is likely that it will 


(excluding motor trucks and automobiles) averaged be higher than in the prewar years. 

314% of cash receipts for the years 1910 through 1941, 

they averaged about 614% from 1948 through 1955. FARMS FEWER BUT BIGGER 

While the ratio of machinery purchases to cash receipts Over the past two decades the number of farms has 
in the immediate years ahead may not be so high as declined some 30%, from 6.8 million in 1935 to around 
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4.8 million today. Concurrently, the average size of 
farm has increased from 155 acres to 250 acres. In the 
brief period 1950 to 1954, total number of farms fell 
more than 10%, while the number of farms consisting 
of 260 acres or more rose from 782,000 to 805,000. 

Since the middle Thirties agricultural employment 
has fallen from 12.7 million to 8 million, a drop of 35%, 
yet farm output has risen about 40%. Mechanization 
has probably been a salient factor enabling the farmer to 
work larger plots of land and achieve a phenomenal gain 
in productivity. (Increased use of fertilizers and insecti- 
cides, improved quality of seeds, better diet for live- 
stock, and more efficient farm management have also 
been important elements in raising productivity.) 

Since heavy equipment is not generally feasible on 
small farms, expanding the scale of farm operations has 
been conducive to mechanization. Today, tractors can 
be found on 60% of farms, compared with about 35% a 
decade ago. 

With the growth in the size of farms, farmers have 
been buying larger as well as more machinery. For 
example, in 1946 some 75% of wheel-type tractors sold 
by manufacturers were under 25-belt horsepower. In the 
past two years only about 10% were less than 25-belt 
horsepower and over half were 40-belt horsepower or 
more. 


WILL TREND CONTINUE? 


There is no reason to believe that the trend toward 
larger, more efficient farms has run its course. On the 
contrary, the trend is likely to continue for many years. 
It is becoming increasingly difficult for the small, ineffi- 
cient farmer to compete. Farmers who fail to get an 
adequate return for their work and investment are 
either buying additional tracts of land, so that they can 
use machine power more effectively and reduce unit 
costs, or are leaving the farm for more lucrative employ- 
ment in other industries. The subsistence farms are 
clearly on the wane. 

From 1950 to 1954, the number of commercial farms 
with sales under $2,500 fell from 1.6 million to 1.2 mil- 
lion, a drop of 25%. In contrast, farms with sales of 
$10,000 or over rose in number from 491,000 in 1950 to 
583,000 in 1954, an increase of nearly 20%. It is apparent 
that the farms being abandoned are the small, ill- 
equipped ones, and it is the decline in this group that is 
primarily responsible for the over-all decrease in number 
of farms. Farmers in this group contribute only a very 
minute share of total agricultural output, and the effect 
of their disappearance on farm machinery purchases is 
almost negligible. 

The shift toward larger farm units has, of course, not 
been uniform throughout the country. The trend has 
been more pronounced in those areas which could bene- 
fit most. Farms in the wheat and corn region have been 
growing in size at a faster rate than other sections of the 
country. These crops lend themselves to intensified 
mechanization and to economies of scale more readily 


than most other types of farming. (The mechanical 
picker has substantially lessened the work time required 
to harvest corn, as has the combine in the case of wheat 
and other small grains.) 

The size of farms in the South has not expanded as 
markedly, since cotton and tobacco are major crops 
there and do not lend themselves so easily to machine 
methods. In addition, this region has a larger propor- 
tion of low-income farms whose owners cannot buy, 
machines so readily as in the more prosperous farming 
sections. Also, the plentiful supply of relatively low-cost 
labor in the South offers less incentive to mechanize 
than in some other regions. 


REPLACEMENT SALES 


While purchases in the last decade were largely for 
addition to stock, in recent years they have been largely 
for replacement. Substantial additions continue since 
purchases still outstrip scrappage, but the rate of in- 
crease in the net stock of farm equipment has been 
declining. On the basis of the average life of farm ma- 
chines,! an active spurt in replacement demand is ex- 
pected in the first half of the 1960’s. 

The heavy purchase of farm machinery and equip- 
ment since the end of the war is strongly reflected in the 
status of farm physical assets. Quintupling since 1940 
and tripling since 1947, the value of machinery and 
vehicles has far outstripped the gains in other farm 
assets. Of course higher prices account for part of these 
increases. However, even in real terms, the value in 1956 
was about two-and-a-half times the 1940 figure. Real 
gains among the other groups of farm physical assets 
were not nearly so great. The value of farm machinery 
and equipment, as a proportion of total physical assets, 
has risen from 5% in 1947 to 11% in 1956. 

Demand for farm machinery, as with capital goods 
generally, undergoes wide cyclical fluctuation. It is alto- 
gether possible that the 1956 decline in volume repre- 
sents a cyclical trough rather than any return to a pre- 
war ratio of machinery purchases to cash receipts. In 
any event, farm machinery manufacturers have re- 
cently found themselves with sizable quantities of ex- 
cess capacity. 

To counterbalance these broad swings, many farm 
implement firms have diversified into other fields. 
Among the products that farm implement makers have 
been turning out are construction equipment, road- 
building machinery, industrial machinery, trucks, and 
chemicals. This trend toward diversification will prob- 
ably be intensified in the years ahead, both through the 
use of existing plants for nonagricultural items and 
through mergers with companies in other fields of 
manufacturing. 

Suieuey S. HorrmMan 


Division of Business Economics 


1 abe average life of tractors is fourteen years; other farm machin- 
ery and equipment, sixteen years; automobiles, eleven years; motor 
trucks, ten years. (John W. Kendrick and Carl E. Jones “Phew Cap- 
ital Outlays and Stock,” Survey of Current Business, August, 1953.) 


BUSINESS RECORD 


_ JANUARY, 1957 


EARNINGS VS. CONSUMER PRICE CHANGES 


HE almost uninterrupted prosperity of the post- 

war period has brought about substantial changes 

in the living standards of American families and 
particularly in those of the wage-earner families. The 
last five years saw tremendous increases in national and 
personal income. National income rose 22% between 
1951 and June, 1956, and personal income from wages 
and salaries rose 32% during that period. But some of 
this phenomenal gain was illusory, since there was a 
larger population to share the national total increase 
and the prices of goods had risen. 


ACTUAL GAINS IMPRESSIVE 


But even if the general level of prosperity is not so 
high as the national income figures indicate, the actual 
gains made are still impressive. Average weekly earnings 
of production workers in manufacturing industries rose 
from $64.71 to $79.21 between 1951 and 1956,) an in- 
crease of 22.4%. With prices rising an average of 4.7%, 
production workers were left with a net increase of 
16.9%. 

This figure does not take tax deductions into account. 


i The 1956 figure is the nine-month average for that year. 
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The percentage to be deducted for tax purposes rises, of 
course, as earnings increase, and thus the actual addi- 
tional purchasing power of the production worker 
amounts to somewhat less than 16.9%. Because tax pay- 
ments are affected by family composition as well as 
geographical location (since state taxes vary), no correct 
adjustment can be made for the effects of tax rates on 
rising weekly earnings. The data used here therefore are 
earnings before taxes. 

Geographic location has played an important role in 
the over-all picture of growing incomes, since not all 


Per Cent Changes in Weekly Earnings 
1951-1956' Before and After Adjustment for 
Price Changes 
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LOS ANGELES 


1 |956: Nine-month average 


areas shared equally in the rising prosperity. The ac- 
companying map shows how average weekly earnings of 
production workers changed in fourteen major cities be- 
tween 1951 and 1956 and what part of the additional 
income was canceled by the shrinkage of the consumer 
dollar. All wage and employment data used are based on 
information published by the Bureau of Labor Statistics 
and relate to production workers in manufacturing in- 
dustries only. Since the term production workers in- 
cludes working foremen and all nonsupervisory workers 
engaged in all phases of actual production, as well as 
those in services related to production operations, the 
bulk of all employees in manufacturing industries is 
included. These make up one third of the entire labor 
force, and thus any changes in their earnings will affect 
a great number of families. 

The fourteen major cities chosen for this analysis 
were picked for their geographic location rather than for 
any other characteristic. They also show a fairly wide 
spread in the degree of industrialization. The per cent 
of the total labor force employed in manufacturing in- 
dustries ranges from about 18% in Denver to 51% in 
Rochester. The wage and price pattern emerging should 
thus apply to a wide cross section of the country. 


Average Weekly Earnings 1951-1956" Before and After Adjustment for Price Changes 
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The workers in all fourteen cities have shared in the 
rise in incomes, but to varying degrees. The greatest 
percentage wage increase accrued to the workers in the 
three southern cities included. Their weekly earnings 
increased on the average by more than 30%. For the 
other cities gross increases ranged from 18.2% in New 
York to 29.8% in St. Louis. For the eleven cities located 
in areas other than the South no geographic pattern 
emerges. 

Seattle, New York and Boston rank low as far as 
increases are concerned, but Seattle is high in the actual 
weekly dollar amounts involved. As may be seen from 
the table, workers in Detroit consistently outdistance 
all other cities in actual dollars taken home. Milwaukee 
and Pittsburgh follow closely, and had it not been for 
the steel strike this year Pittsburgh might have shown 
higher dollar earnings than Detroit. On the other hand, 
all 1956 data are based on nine-month averages for the 
year, and fourth-quarter earnings, usually seasonally 
high in Detroit, could not be included. 

The cities showing relatively high weekly earnings are 
not necessarily at the top when it comes to increases. 
Here the southern cities are followed by St. Louis and 
Denver, both of which rank comparatively low when 
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dollar amounts are considered. But no definite conclu- 
sion can be drawn, since Boston and New York, where 
weekly earnings also rank below the United States 
average, show some of the lowest wage increases. 


DEGREE OF INDUSTRIALIZATION 


The degree of industrialization in each city seems to 
furnish a slightly better key to the pattern of wage 
increases than geographic location or dollar earnings. 
All cities ranking high in wage increases also have a 
generally high percentage of their labor force employed 
in manufacturing industries or have had considerable 
gains in industrialization over the past five years. How- 
ever there are a few exceptions. New Orleans and Den- 
ver both have a relatively low degree of industrializa- 
tion, but have had some of the highest wage increases. 
And Seattle recorded the second lowest wage increase, 
while showing a 10% gain in the per cent of the labor 
force employed in manufacturing. Boston and New 
York, with comparatively small wage changes over the 
period, declined 4% and 3%, respectively, in degree of 
industrialization. In Rochester, the tenth city in change 
in gross earnings, the percentage of the labor force 
engaged in manufacturing declined 2.5%. The only other 
cities showing fairly important declines in degree of 
industrialization compared with 1951 were Pittsburgh 
and Detroit. Here, however, the figures are slightly mis- 
leading since they are based on a nine-month average 
for 1956. The result is that the steel strike during the 
past summer and the seasonal character of the automo- 
bile industry had unduly strong effects on the 1956 figure. 


PRICE CHANGES 


Consumer prices in 1956 were higher than in 1951 in 
all cities. The price level rose the most in New Orleans 
and Detroit, and the least in Los Angeles and Rochester. 
The bulk of the price rise occurred between 1951 and 
1953. Since 1953 the price level has been comparatively 
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stable, and showed a more definite upward tendency 
only during the last seven months of 1956. Even though 
the actual way in which consumers spend is influenced 
by geographic factors such as climate and location, no 
such geographic pattern is apparent where price changes 
are concerned. When the 1956 weekly earnings are 
adjusted for price changes and then compared with 
1951, no regional pattern emerges. But a slight shift in 
the city alignment occurs. The southern cities still rank 
high; the workers in Birmingham, New Orleans, and 
Atlanta had added purchasing power ranging from 
28.3% to 25.8%. But in actual dollar earnings New 
Orleans and Atlanta still remain below the United 
States average. 

Detroit, which had ranked sixth in the gross increase 
in earnings fell to eighth place, while Pittsburgh, Los 
Angeles, Rochester and Milwaukee improved their rela- 
tive positions slightly at the expense of Minneapolis- 
St. Paul. The net additions to purchasing power in all 
these cities still exceed the United States average. Only 
three cities were below this average: Boston, New York 
and Seattle. These three cities also fell below the United 
States average when gross additions to earnings were 
considered. But New York, which placed lowest then, 
had a slightly smaller rise in price level than Seattle, 
which is now in bottom place. 

Thus the gross weekly earnings, as well as the net 
weekly earnings, of production workers in these fourteen 
cities rose consistently since 1951. Workers in Seattle 
could buy only 13% more than in 1951, but workers in 
Birmingham had 28% more real income. On the average, 
production workers in the United States had their net 
weekly earnings increased 17%, or almost $11.00. More- 
over, this increase occurred in spite of a 0.7% decrease 
in the average number of hours worked per week. 


HEtEN B. Junz 
Division of Business Statistics 
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Executives Predict: 


[Monthly Survey of Business Opinion] . 


CONTINUED IMPROVEMENT IN BUSINESS IN 1957 


continue throughout the first half of 1957, accord- 

ing to the 213 industrial companies cooperating in 
this month’s survey of business practices. Most of the 
companies expect new orders and dollar billings to ex- 
ceed last year’s record levels. They are also gearing for 
an increase in their rate of production (dollar value) and 
are optimistic regarding the prospects for profits before 
taxes. 

Representative of the view expressed by many execu- 
tives expecting another banner year are the comments 
of a vice-president of a general industrial machinery 
company who feels that “business for the first half of 
1957 will be very good” and is “‘confident that this good 
business will continue well into the second half of 1957.” 

A leveling off in business activity is predicted by 
several companies. For example, the president of a 
structural metal products company cautions: 


Te CURRENT business boom is expected to 


“We look upon 1957 as being a plateau year in which 
modest gains can be made, but only as a result of the most 
vigorous attacks upon costs on one hand and the most 
strenuous efforts to improve sales on the other.” 


Some firms expecting an improvement in the dollar 
value of their business in 1957 believe rising prices will 
account for part of the increase. The vice-president of a 
petroleum refining company explains it this way: 


“Several factors are contributing to a new inflationary 
spiral, which will probably continue well into 1957. Rising 
incomes are giving support to higher consumer demands 
and, in turn, to higher prices. These factors, together with 
the continuing upward trend of capital spending by indus- 
try provide a favorable outlook for the first half of 1957.” 


OPTIMISM vs DANGER SIGNALS 


Metal-trades companies generally tend to be more 
optimistic regarding the business outlook than others. 
Most companies reporting in the following metal indus- 
tries expect their new orders, dollar billings, production 
and profits to increase: aircraft and parts, electrical in- 
dustrial equipment, hardware, general industrial ma- 
chinery, instruments, controls and apparatus, motor 
vehicles and parts, nonferrous metals, and structural 
metal products. Among the nonmetal industries firms 
in construction materials, paper and allied products, 


and textile-mill products are the most optimistic re- 
garding business prospects for the first half of 1957. 

The fear most frequently expressed by cooperating 
executives is that the government’s current credit poli- 
cies may curtail and retard business activity in 1957. As 
the president of one steel company puts it: 


“Big things are planned in the markets we serve and if 
the money and credit situation will permit all of this activ- 
ity, there is no reason why the next six months should not 
see the breaking of all past records. On the other hand, if the 
Federal Reserve continues to tighten money sufficiently to 
curtail some of these plans, then business will not be as good 
as it was in either the first half or second half of 1956.” 


Yet, the president of a furniture and fixtures company 
states that despite the fact that “the government’s 
money and credit policies are going to have a material 
effect on our business during the first half of 1957, we 
heartily endorse the plan of trying to stop the inflation- 
ary spiral facing our country.” 

The “tight money” situation is having some effect on 
new home building and is causing a number of com-- 
panies supplying this market some uncertainty. For 
example, the president of a furniture and fixtures com- 
pany indicates his company’s sales “depend almost 
entirely upon new home building. Since new building is 
off considerably, owing partly to a lessening of demand 
for new houses and partly to the tight money market 
which we expect will continue through the first half of 
next year, we anticipate profits lower than in the corre- 
sponding period of 1956.” 

Other sources of concern and caution are reported by 
some companies. One feels that its forecasts are subject 
to question because “‘of the international situation and 
also the difficulty in appraising the impact of the recent 
election.” And a producer of electrical industrial equip- 
ment is apprehensive about “the build-up of manufac- 
turing inventories, which, if it continues in 1957, might 
lead to a slight recession in 1958.” Other firms report 
that their business expectations have been dampened 
owing to “keener competition” and “various expenses 
such as a rise in labor costs and raw material prices that 
cannot currently be passed on to our customers.” 


ORDERS AND BILLINGS STILL TREND UP 


Almost three fifths (57%) of the companies contribut- 
ing to this survey expect new orders in the coming six 


[For Business Opinion Scoreboard, by Industry, see page 43] 
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_ months to top those in the corresponding months of 

_ 1956. About one sixth (16%) of the cooperating com- 
panies expect a lower rate, and 27% foresee no change 
in levels. 

Similarly, 56% of the respondents anticipate receiving 
new orders in the ensuing six months at a higher rate 
than in the last six months of 1956, 17% at a lower rate, 
and 27% at the same level. 

Several firms report that a backlog of orders is build- 
ing up because their production facilities are strained to 
capacity. On the other hand, an executive of a construc- 
tion materials company expecting a decline in new 
orders in the coming half-year cites “increased industry- 
wide production and liquidation of inventories on the 
part of our customers” as reasons. 

The outlook for increased dollar billings is even 
brighter than that for new orders. Three out of four 
firms expect first-half 1957 billings to surpass first-half 
1956 rates, one sixth expect comparable billings, and 
less than one in a dozen expect billings to be lower. 

When comparing dollar billings in the forthcoming six 
months with those of the last six months of 1956, two 
out of three companies expect to show increases while 
the remaining companies are divided equally between 
those that foresee declines and those that predict no 
change in their billings. Higher prices will account for 
some of the increases. 


PRODUCTION BOOMING 


Rates of production will trend higher in the next six 
months, according to most reporting companies. Two 
thirds of the firms plan to operate at a higher rate than 
in the first half of 1956, less than one sixth predict lower 
output, and about one fifth look for little change in the 
dollar value of the goods they produce. 

Two thirds of the companies also expect to produce 
at a higher rate than they did in the second half of 1956, 
one out of six firms look for a lower rate of production 
and about one fifth intend to continue second-half rates. 
Several companies mention that a reduction in the rate 
of production is in order since “inventories now are con- 
siderably larger than they were a year ago.” But a pro- 
ducer of instruments, controls and apparatus reports 
that “‘at the moment, our problem is to get the produc- 
tion necessary to match the rate of incoming orders 
rather than to seek increases in new orders received.” 
And one food producer expects his company’s output to 
increase along with “anticipated increases in sales 
volume, selling prices and inventory accumulation.” 


INVENTORY BUILD-UP 


Inventories have expanded quite extensively since a 
year ago, according to a majority of cooperating com- 
panies. Almost seven out of ten firms have increased 
their dollar inventories in terms of dollar value during 
the past twelve months, while one seventh indicate a 
| reduction has taken place. One out of six of the firms are 
| maintaining their inventories at 1956 levels. 
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In many cases, inventories are higher than a year ago 
because of “higher prices,” “abnormally low levels of a 
year ago,” and “stocking in preparation for raw material 
shortages.” A nonferrous metal company with lower 
inventories reports that “an uncertain situation on the 
price of our basic raw material has caused our custom- 
ers, as well as ourselves, to dig into inventories on hand 
instead of purchasing our normal requirements.” 

Inventories have outpaced sales in many instances, 
with almost half of the cooperating companies reporting 
higher inventory-sales ratios than twelve months ago. In 
only one fifth of the reporting companies have the ratios 
declined, while they have not changed from those of a 
year ago in the remaining three out of ten companies. 

No immediate let-up in inventory accumulation is in 
sight, according to the replies of survey participants. 
Two out of five companies expect inventories tocontinue 
in upward trend during the current half-year, three out 
of ten expect to maintain their stock at current levels, 
and three out of ten to reduce their inventories. 


PROFITS PROSPER 


Reflecting the excellent levels of business in sight, 
two thirds (65%) of the reporting companies forecast 
greater profits before taxes in the coming six months 
than in the first half of 1956. 

Approximately one out of five firms (19%) estimate 
that their profits before taxes for the first half of 1957 
should correspond rather closely with those of the same 
period of 1956. But about one out of six (16%) expect 
pretax profits to lag behind the levels of the first half of 
1956. Contributing to this expected profit setback are 
“higher material and labor costs,” ‘‘a decline in sales,” 
“extraordinary expenses due to plant additions and re- 
arrangement of production facilities,’ ‘“‘a comparison 
with 1956, the best year in our history,” and “‘competi- 
tion forcing reductions in our selling prices.” 


CAUTION—TROUBLE AHEAD? 


Despite considerable optimism over the short-term 
outlook, a note of caution pervades many replies to this 
month’s survey. The following observation of one com- 
pany president typifies these views: 


“For the past several years we have been quite fortu- 
nate, because of a continuing rise in volume, in maintaining 
a relatively high profit margin despite the generally 
upward trend in labor and material costs. But we fear that 
the upward trend in volume may be about at an end, so 
that any further increase in costs of doing business will 
inevitably be reflected in some profit squeeze from here 
on out. We are inclined to hope for considerable stability 
in the period ahead without any rapid inflationary cost 
rise, so this narrowing of our expected profit margin 
should be only slight, at least during the year 1957." 


James C. APICELLA 
G. Cuark THOMPSON 
Division of Business Practices 


[See page 43 for industry breakdown] 


WHAT DO THEY SAY ABOUT CONSTRUCTION? 


Construction Spending Construction Forecast from Current Activity 
Billions of Dollars 


Billions of Dollars 


% Change 
4th Quarter Forecast from 4th Q. 
1956! 1957 Activity 
ee eee | eee Rates 
Total new construction. ... Total new construction....... $44.3 $46.4 ies 
Private construction..... + 2 Private construction........ 30.4 31.4 + 3 
Residential nonfarm... — 8 Residential nonfarm...... 14.7 14.7 0 
Nonresidential non- Industrial’ sess eee 3.2 3.2 +1 
eighty Mh Aa ORES : +5 Commercial ence see. 3.2 3.3 + 2 
nd ustrialeeeenerei 2.4 : + 6 Farm construction....... 1.5 1.6 + 6 
Commercial........ 8.0 é : 0 Publie utilityse eerie 5.1 5.8 +13 
Other nonresidential... 2.2 2.4 2.8 +14 Public construction........ 13.8 15.0 +9 
Farm construction... . 1.6 1.5 1.6 + 3 Highway -eete4--seneas 5.0 5.5 +10 
ee ItInEY pare ees 4.6 5.1 5.8 +13 Sewerage and water...... 1.4 1.6 +13 
other private...... 3 all Al + 4 ; ‘ 
Public construction. ... 122.4 | 184 | 15.0 | +12 pesenlly, Slated See ee 
esidential.......... 3 38 5 +64 
Nonresidential....... 4.2 4.1 4.5 +11 CURRENT CU RRENT 
Miltary car... 5 Os 1s | 14] 15 DOLLAR SPENDING ACTIVITY RATES 
Highwayern se ccsese: 4.5 5.1 5.5 
Sewerage and water... 11 1.3 1.6 
All other public....... 1.0 12 1.4 PER CENT CHANGE 


1 Estimated 
2 Forecast 


Sources for both tables: Department of Commerce; Department of Labor 
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20 Physical Volume—Construction in 1957 will probably register a slimmer 
gain than dollar spending since construction costs are expected to increase. 
BLS-Commerce expects the cost rises to be at a rate slighter lower than 
in 1956. Engineering News-Record and Construction Daily also predict 
further cost climbs, but at a tapering rate. In 1956, construction costs rose 


4.6% on their index. This year, they see a 3.4% rise. 


private rolling adjustment in 1957. This is the 
impression that emerges from the flood of con- 
; struction forecasts for this year published by govern- 
marr 779 I 753 755 757 ment and private agencies. 

Over-all dollar spending for construction is expected 


(UT pvvst ring will have to face up to its own 
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to continue to break records, but further cost rises will 
account for most if not all of the new dollars going into 
building. In fact, the industry’s physical capacity to 
build appears to be comfortably equal to the prospective 
demand in 1957, according to most of the forecasts that 
make allowances for price changes in materials and 
labor. 

Along with a leveling in the physical volume of work 
to be done will come broad shifts in where the dollars are 
going. Most of the forecasts show a slowdown in homes, 
stores, and plants, but increased activity in highways, 
public utilities, and schools. This will pack some poten- 
tial pain for builders already committed to the shrinking 
side of the construction market. 


CREDIT SETS A CEILING 


All in all, construction in 1957 should definitely stay 
in the boom column. But it may take some chaperoning 
from Uncle Sam to keep it there. Financing, particularly 
with respect to mortgages carrying a federal guarantee, 
will continue to put up high hurdles for new construc- 
tion projects well into 1957, according to most of the 
forecasters. With materials all the way from steel to 
lumber moving into more ample supply, credit may well 
prove to be the crucial factor in setting the upward 
ceiling on construction volume. 


While virtually all of the published construction forecasts 
for 1957 took note of the recent tightness in the mortgage 
and municipal bond markets, they still found enough dollar- 
backed interest in new building to predict a new high in 
dollar spending for the year. The joint Bureau of Labor 
Statistics-Department of Commerce outlook shows dollar outlays 
up $2.3 billion, or 5%, from 1956 levels. Engineering News- 
Record and Construction Daily forecast a 7% climb. F. W. 
Dodge also points to a 7% rise, while Architectural Forum sees 
6% more dollar spending. 


These 5%-to-7% rises look less favorable when you 
recall that they include the higher price tags on building 
materials and labor likely this year. Last year, for 
instance, dollar spending for construction put in place 
was about 2.5% above 1955. But costs rose 4.8%, and 
physical volume actually fell about 2% below 1955’s 
record. This was the first year-to-year drop in physical 
volume since the postwar building boom headed up in 
1945. 

Assuming about the same price rises this year as last, 
the forecasts add up to little change, as compared with 
1956, in the physical volume of work. Even assuming 
more modest price increases—somewhere in the 3%-to- 
4% range—1957’s physical volume, while bettering 
1956, would still miss 1955’s peak by a percentage point 
or so. This points up the fact that the building industry 
was running with a noticeable margin of slack in 1956, 
and that some of this slack will continue into this year. 
Evidence of this was already beginning to pop up late 
last year: in October, 1956, failures in construction 
touched a postwar peak. ; 

Capacity problems in the building industry will be 
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Homes a Weak Spot 
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further aggravated by shifts in the direction of spending 
in 1957. All the construction forecasts show better gains 
coming from the public side of the market than from the 
private. BLS-Commerce, for instance, predicts a 2% rise 
in private dollar spending over 1956, a margin of gain 
too slim even to cover the cost rises likely this year. At 
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the same time, BLS-Commerce sees public spending 
running 12% ahead of 1956, a margin ample enough to 
take care of cost rises and still yield a higher level of 
floor space and highway miles. 


HOUSING SKIDS THE MOST 


Continued difficulties in residential building get most 
of the blame for the relatively poor showing of private 
construction expenditures. Some forecasters are a little 
less gloomy than others about the residential prospects. 
F. W. Dodge, for instance, sees dollar spending for 
residential building up 6% over 1956. However, most of 
this increase represents price rises and a continuation of 
the trend toward bigger houses. Dodge foresees 1,125,000 
starts this year—only 2% above the estimated 1,100,000 
starts in 1956. 

BLS-Commerce, taking a soberer view of the resi- 
dential building outlook, puts residential spending 3% 
behind 1956. Back in 1955, when 1,328,900 housing 
units were started, total spending for nonfarm residen- 
tial building hit $16.6 billion. Last year, with about 1.1 
million starts, spending was $15.2 billion. This year, 
when BLS-Commerce expects starts to come closer to 
1 million, spending is forecast at only $14.7 billion, or at 
about the seasonally adjusted annual rate prevailing in 
late 1956. 

Whether you lean more toward F. W. Dodge’s opti- 
mistic 6% gain or BLS-Commerce’s bearish 3% slide for 
residential expenditures, the forecasts in general call for 
little change from 1956’s 1.1 million starts. This would 
suggest continued adjustment of capacity in an indus- 
try capable of turning out over 1.3 million homes as 
recently as 1955. 

Any real loosening in the mortgage market could, of 
course, give a different tilt to the housing market. It may 
be a little unrealistic to pin all of the housing slump on 
tight money. But there is one bright and significant fact 
about the slump to date: there is, as yet, no worrisome 
inventory of unsold houses overhanging the market. 
Total vacancy rates have been rising, but as late as the 
third quarter of 1956 most of this rise had come in units 
for rent, with the vacancies in the units for sale showing 
little change since 1950. 

Doldrums in housing account for most, but not all, of 
the leveling in construction spending by the private 
sector of the economy. Spending for commercial build- 
ing and industrial plant, both star performers last year, 
is scheduled to taper this year. In 1956, new expendi- 
tures for plant ran more than 20% ahead of 1955; this 
year, the year-to-year gain is forecast at only 5% by 
BLS-Commerce, representing only about a 1% rise from 
the seasonally adjusted annual rate late last year. Spend- 
ing for commercial building shows no change in the 
BLS-Commerce outlook, after registering an 844% gain 
in 1956. 

Within commercial building, there will be some sharp 
shifts in spending. The slide in stores, restaurants, and 
garages which began late last year is expected to carry 


over into this year, with continued gains in office build- 
ings and warehouses offsetting these losses, leaving the 
total unchanged. 

About the only place where the forecasts foresee any 
sizable gains in private construction spending for this 
year are in public utilities, farm construction, and pri- 
vate school, hospital, and religious structures. Public 
utilities, heavy spenders in almost every postwar year, 
plan to make 1957 the biggest yet with a 13% increase 
over a year ago. Private schools, hospitals, and churches, 
still trying to catch up or keep up with population in- 
creases, will raise their spending by 14%. Farmers will 
reverse a two-year slide in construction spending by 
raising their outlays a modest but significant 3%. 


GOVERNMENTS GAIN THE MOST 


It is the spending by government bodies—federal, 
state, and local—that will be putting most of the steam 
into construction expenditures this year. Total (public 
and private) spending is scheduled to rise $2.3 billion in 
the BLS-Commerce outlook: $1.6 billion, or around 
70%, of this gain will come from the public sector. Most 
of the other forecasts show government outlays playing 
a similar role in the gains predicted for this year. Of 
course, it is the widely publicized spending for highways 
(up 8%), schools (up 11%), and water and sewerage (up 
114%) that will account for the bulk of the increase in 
public spending. But just about every type of public 
building is headed up: public housing (64%), military 
(7%), public hospitals (23%), conservation (21%). About 
the only place any sluggishness is visible is in public. 
outlays for industrial plant, reflecting the ebb in atomic 
energy projects. 

Since most of the construction forecasts were assem- 
bled late last year, they may underestimate the stimulus 
coming from the government side this year. Congress 
has yet to act on a school bill, possible changes in the 
VA loan rate, and some of the loose ends of the highway 
program. Most of the forecasts were made before the 
international uncertainties had triggered talk about in- 
creases in defense spending. And, most important of all, 
none of the forecasters could do more than make shrewd 
guesses about the action the Federal Reserve and the 
various housing agencies might take in the face of a 
continued slide in residential building. 

Even without knowing the outcome of these possible 
government actions, it is evident that governmental 
bodies will play a crucial role in 1957 construction. 
First, by their spending, they will be offsetting slides in 
private spending. And, second, by their rulings, they 
will be affecting the climate within which private spend- 
ing operates—always a significant fact, but especially 
important in a year in which a number of private con- 
struction demands may be weakening. 

With 1956 a year of adjustment in construction and 
this year apparently headed for more of the same, it is 
interesting to compare recent experience with that of the 
building boom of the 1920’s. After deflation of construc- 
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Two Construction Booms: 1919-1929 and 1946- 2 
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MOMENTUM OF THE CANADIAN ECONOMY 


Business Record it was suggested that the Canadian 

economy was moving forward strongly into 1956. 
Now, after a year of remarkable expansion—bringing a 
rise of more than 10% in the value of total output 
—the economy appears to be moving forward somewhat 
less strongly into 1957. 

The over-all gains in economic activity in the latter 
part of 1956 were not only smaller than in the first half 
of the year, but also appear to have been more largely 
accounted for by price increases. In contrast with the 
picture early in 1956, some sectors of the economy and 
some industries (after allowance for seasonal factors) 
have fallen slightly below earlier peaks in the past six 
months, 

In brief, the economy is showing some of the tradi- 
tional symptoms of the later stages of a business up- 
swing. But even though it appears to have lost some of 
the dynamic forward thrust that characterized business 
trends in 1955 and early 1956, it is still rolling forward 
under the accumulated momentum of the previous 
strong upward pressures. Business confidence remains 
generally high, and there is no widespread feeling that 
business recession is imminent. 


iB AN article published in the January, 1956, 


THE STRENGTH OF THE PUSH 


Indeed, inflationary tendencies have not vanished. At 
particular points in the economy there are still notable 
strains generated by heavy demands. These are espe- 
cially in the fields of nonresidential construction, the 
capital goods industry, and some of the resource devel- 
opment industries, as well as on the credit and labor 
fronts. In the face of monetary tightness and other im- 
portant inflation-restraining factors, rising price trends 
are continuing; and any broad resurgence of demand 
could well evoke additional cost-push pressures (par- 
ticularly on wages) which might slice through existing 
anti-inflationary factors and create disturbing distor- 
tions. 

That inflation dangers are present in the Canadian 
economy is not surprising. The country has been experi- 
encing a remarkably vigorous and, by historical stand- 
ards, a remarkably prolonged period of uninterrupted 
over-all gains. Gross national product—the total value 
of goods and services produced in the economy—has 
continued to advance, quarter-by-quarter, for almost 
three years (since the first quarter of 1954). 

In 1955 and 1956, taken together, the rise in GNP 
was well over 20%, about three quarters of which repre- 
sented an increment to the physical volume of output. 
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If this pace could be maintained, the physical volume of 
goods and services produced would double within a 
decade! And, yet, the almost incredible fact is that 
Canada has come close to achieving such a pace—with a 
rise of not much less than 40% in real output in the past 
six years—and this, despite the occurrence of a recession 
(albeit a short and shallow one) during this period. 
Canada’s current-dollar GNP now appears to have 
crossed well over the $30-billion mark (at a seasonally 
adjusted annual rate) in the fourth quarter of 1956, only 
six years after it crossed the $20-billion mark in the 
fourth quarter of 1950.1 Not much over one fifth of this 
50% gain is attributable to price increases. 


SOME CANADA-U. S. CONTRASTS 


Added perspective on Canadian business trends can 
be obtained by noting certain contrasts with business 
trends in the United States. In the first place, the ad- 
vance in economic activity in the United States (as 
measured by GNP) was stronger in the second half of 
1956 than in the first half—exactly opposite to the 
Canadian picture. 

Nevertheless, in relative terms, the rise in the season- 
ally adjusted rate of total output in the second half 
appears to have been slightly higher in Canada than in 
the United States. In the first half of the year, the over- 
all Canadian advance outpaced that in the United 
States by better than three to one. For the year 1956 as 
a whole, Canada’s GNP appears to have been over 10% 
above 1955; GNP in the United States was up by about 
5%. With price trends approximately parallel in both 
countries, the expansion in the physical volume of out- 
put was perhaps in the neighborhood of 7% in Canada, 
and around 2% in the United States. 

All major expenditure components in the national ac- 
counts—consumption, investment, government spend- 
ing and exports of goods and services—moved up more 
strongly in Canada than in the United States in 1956. 
In the first three quarters of the year, gross domestic 
investment (excluding inventories) in Canada was ap- 
proximately 26% higher than in the same period in the 
preceding year. The roughly comparable figure for the 
United States was 10%. 

Consumer spending in Canada in the first three 
quarters was 7% above a year earlier, with a particularly 
outstanding 10% gain in spending for consumer dur- 
ables; in the United States total consumer spending, by 

1 The official GNP figure for the fourth quarter of 1956 will not be 


available until next March. In the third quarter it reached a season- 
ally adjusted annual rate of $29,984 million. 
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Canadian Economic Indicators 
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the same comparison, was up only 5%, with a decline of 
nearly 6% for durables. Of particular importance in this 
area was the relative weakness in the automobile pic- 
ture in the United States, especially in the first half of 
the year. In Canada, on the other hand, both production 
and sales of automobiles appear to have established new 
records in 1956. 

As regards housing, expenditures for new residential 
construction declined in the United States, accompanied 
by a reduction of about 17% in housing starts; in Can- 
ada, although housing starts were about 7% lower for 
the year, accelerated completions carried new residen- 
tial construction forward to a dramatic second-quarter 
peak, and to a new record annual total. However, in the 
latter part of the year, Canadian housing starts were 
falling steeply, while the decline in starts in the United 
States appears to have come close to leveling out. 


THIRD-QUARTER INDICATORS 


Most of the major Canadian business indicators rose 
more slowly in the third quarter of 1956, or stopped 
rising, or even declined slightly. This can be seen clearly 
in the latest data available for plotting in Taz Conrrr- 
ENCE Boarp’s Chartbook of Business Trends in Canada. 
The seasonally adjusted index of total industrial produc- 
tion, which swept forward from 274 (1935-1939 = 100) 
in February to a peak of 291 in July, was slightly below 
this peak in both August and September (primarily as a 
result of a sharp decline in durables manufacturing). 
Labor income, on a seasonally adjusted basis, almost 
stopped rising in the third quarter, after increasing 


1This Chartbook is available to Conference Board Associates on 
request. 


more rapidly in the first half of the year than at any 
other time since 1950, 

New and unfilled orders in manufacturing in the third 
quarter were below their peaks. The total value of man- 
ufacturing shipments fell slightly below the second- 
quarter average. For the first time since mid-1954, the 
ratios of manufacturing inventories to shipments rose 
above year-earlier figures. Imports fell off sharply. 
Prices of Canadian farm products, which rose much 
more than seasonally in the second quarter, appear to 
have fallen more than seasonally in the third quarter. 
Housing starts, after jumping forward to a high July 
rate, declined rapidly, confirming earlier general predic- 
tions of a sharp downward readjustment in the housing 
sector. 

Not all series leveled out or declined, of course. 
Seasonally adjusted rates of total personal income, total 
consumer spending, total retail sales, and consumer 
credit outstanding all continued to rise. Business invest- 
ment outlays—both for new machinery and equipment 
and for new nonresidential construction —maintained an 
unexpectedly strong advance. And in the case of many 
particular industries there were good gains. But even in 
these rising series, with only a few exceptions, the rates 
of advances were apparently below earlier rates. And in 
a number of important series—especially those relating 
to the consumer sector—rising prices were an especially 
important factor in the gains shown. Tota! consumer 
spending, for example, increased from an annual rate of 
$18.0 billion in the second quarter to a rate of $18.4 
billion in the third quarter, but around three fourths of 
this gain may have been attributable to a rise in average 
prices of consumer goods and services. 
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One of the most important exceptions to the above 
generalizations was a relatively large rise in employment 
_ inthe third quarter, particularly in nonfarm employment. 
: These general trends are summarized and aggregated 
in the national accounts. Gross national product rose 
from a seasonally adjusted annual rate of $29.5 billion in 
the second quarter to $30 billion in the third quarter—a 
rise representing the smallest quarter-to-quarter gain 
(slightly under 2%) since the fourth quarter of 1955 (see 
chart). Moreover, approximately half of this rise ap- 
pears to have resulted from price increases, perhaps a 
larger proportion than for any other quarter-to-quarter 
gain during the past five years. 

The accompanying chart showing quarter-to-quarter 
percentage changes in the major expenditure categories 
of the national accounts provides a picture of some of 
the broad features of the recent pattern of economic 
advance in the Canadian economy. Prominent among 
the conclusions to be drawn from this pattern are the 
dominating advances in the investment outlays for non- 
residential construction and machinery and equipment. 

These have been the principal driving force behind 
Canada’s recent economic expansion. But rising con- 
sumption expenditures—showing consistent quarter-to- 
quarter gains of more than 2% in each of the first three 
quarters of 1956—were also outstanding, and virtually 
assure that the largest year-to-year dollar gain in con- 
sumer spending in Canada’s history occurred between 
1955 and 1956. In only one major category in this set of 
charts is there a decline shown from the second quarter 
to the third quarter—the decline in new residential 
construction. But it is rather striking that in not a single 
one of these major components is the change in the third 
quarter larger than the change in the second quarter. 
And in only one case—that of government expenditure 
—is the third quarter change larger than the change 
that occurred between the last quarter of 1955 and the 
first quarter of 1956. 


CHANGE IN INVENTORIES 


One important class of expenditures not shown in this 
chart (it does not lend itself well to this technique of 
charting) is the change in inventories. Inventory changes 
(especially changes in business inventories) moved in a 
most unusual pattern in 1956. In the first quarter of the 
year, business inventory accumulation ran at a season- 
ally adjusted annual rate of approximately $1.25 billion. 
This rate of increase in the dollar value of total busi- 
ness inventories, if it had been maintained for a full 
year, would have provided net additions to such inven- 
tories approximately four times as large as the net addi- 
tions of $325 million during 1955. In the second quarter 
of 1956, however, the rate of business inventory accu- 
mulation fell to about three-quarters of a billion dollars; 
and in the third quarter, it fell almost as much again to 
an annual rate of little more than a quarter of a billion 
(with higher prices apparently accounting for a very 
substantial part of this much smaller rise). 
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This decline occurred, and particularly in the third 
quarter, against the background of a reduced rate of 
general business expansion. In the past, an emerging 
slowdown in business trends in the later stages of a 
business expansion was typically accompanied by a sus- 
tained or even accentuated rise in inventories, fre- 
quently creating a situation (at least as seen in retro- 
spect) in which excessive inventories were accumulated, 
subsequently leading to inventory liquidations in many 
lines. 

There is no convincing evidence that the declining 
rate of business inventory accumulation in 1956 repre- 
sented any symptom of weakness. Indeed, it may have 
partly reflected certain special and temporary factors— 
such as the steel strike in the United States, and the 
working down of Canadian automobile stocks in prepa- 
ration for the introduction of new models—with the 
possibility of a turn to higher inventory accumulation 
in the fourth quarter. To some extent, greater caution in 
inventory policies in some cases, and the impact of 
monetary restraint on inventory financing, may also 
have been factors in this slowdown. 

In any event, the inventory picture through the third 
quarter was a generally healthy one. At the end of 
September, the estimated book value of total manufac- 
turing inventories was about $475 million (or 13%) 
higher than a year earlier. Approximately half of this 
rise occurred in raw material holdings, about a third 
in finished goods, and about one sixth in “goods in 
process.”’ In other words, there was no general piling up 
of goods at the finished-product end of the manufactur- 
ing process. Moreover, the largest gains in inventories 
appear to have occurred in some of the capital goods and 
construction goods industries where there also occurred 
the largest year-to-year gains in unfilled orders. 


A SLOWDOWN? 


It is still too early to assess the real significance of the 
above pattern of changes and sort out accurately the 
factors that may have contributed to the evident slow- 
down in the economic advance. Several explanations are 
apparent. In part, it may be a natural consequence, 
after a period of exceptionally rapid expansion, of bump- 
ing up against materials, labor, production capacity, 
and other physical limits to expansion over a growing 
part of the economy. In part, it may reflect the “taking 
hold” of monetary restraint. In part, it may also repre- 
sent some temporary “wobbles” under extraordinarily 
prosperous conditions—conditions which may make the 
economy more than usually susceptible to wobbles. 
And, in part, it may be indicative of (or at least fore- 
shadow) elements of weakness at some points—that is, 
it may reflect the emergence of some cross currents after 
a rather prolonged period in which almost all business 
indicators were rising. 

Not until further data are available will it be possible 
to begin to assess the relative importance of these and 
other influences. Despite continuing additions to pro- 
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ductive capacity in many lines, quite a number of indus- 
tries (especially in primary manufacturing) were operat- 
ing at or near capacity limits by mid-1956, and even 
some of the secondary manufacturing industries were 
closer to capacity rates of production than they had 
been for several years. Shortages of materials were evi- 
dent in many instances. The labor market had become 
increasingly tight. Despite the fact that the seasonally 
adjusted rates of unemployment! were somewhat higher 
than in 1951 and 1952, the increased frictional unem- 
ployment associated with large wage increases and the 
high mobility of labor may well have been concealing a 
basically tighter labor market than prevailed in the 
post-Korea expansion. 

There is no question about the increased effectiveness 
of monetary restraint by the third quarter of 1956, as 
indicated in more detail below. Chartered bank loans, 
after rising steeply in 1955 and the first half of 1956, 
virtually stopped rising after May. On the other hand, 
there does not appear to have been any corresponding 
slackening in the demands for credit, and an increasing 
number of borrowers became directly affected by tighter 
credit availability and increased credit costs. Moreover, 
while there seems to have been an earlier general feeling 
that monetary restraint might not become significantly 
tighter and that interest rates would perhaps not rise 
much further, these expectations appear to have been 
reversed by September. 

The “‘wobble hypothesis” also seems to have an ele- 
ment of validity. Taken together, the impact of the 
U. S. steel strike, model change-overs in the automobile 
industry, the apparently greater prevalence this year of 
plant-wide vacation shutdowns, along with special and 
temporary factors that adversely affected some cate- 
gories of production, sales and foreign trade, may have 
created illusions of slowdowns at specific points. In 
partial support of this view, there is some later evidence 
to suggest that at some points where there were de- 
clines during the third quarter, there were renewed 
strengths at those points in the fourth quarter. 

Finally, there are at least a few instances where some 
weakness was apparent. The most obvious case was 
housing. In this case the earlier decline in housing starts 
was continued, and there also emerged a notable decline 
in completions during the third quarter, bringing total 
expenditure for new residential construction to approxi- 
mately 8% below the high second-quarter rate (see 
chart). At the same time, some of the dips and plateaus 
that emerged at various points of the economy may, 
even if followed by some new slight advances, be symp- 
tomatic of elements of weakness that could produce 
more cross currents in the economy in the not too 
distant future. 

PRICE TRENDS 


General price trends continued upward in the Can- 
adian economy in the latter part of 1956. Largely under 


1 The ratio of persons without jobs and seeking work to the total 
labor force. 


the impact of international political tensions, average 
prices of industrial materials moved up about 1% during 
November, after nine months of stability. On the other 
hand, average prices of Canadian farm products, which 
rose much more than seasonally in the second quarter, 
appear to have fallen more than seasonally (at least in 
the third quarter). Although average prices of residen- 
tial building materials leveled out after the second 
quarter, prices of nonresidential building materials con- 
tinued to move higher. Average consumer prices rose to 
new records, and the pattern of increase has now broad- 
ened out to include most major components—not only 
food, shelter, and services excluding shelter, but also 
durable and soft goods. 


COST PRESSURES AT WORK 


On the whole, the price increases that took place in 
1956 were moderate. The total consumer price index for 
the year 1956 was about 1.5% above 1955; the general 
wholesale price index was about 3% higher. But these 
figures obscure the important facts that the gains in 
average consumer prices took place almost entirely in 
the second half of 1956, while most of the rise in average 
wholesale prices occurred in the first half of that year. 

In the last article on Canada in The Business Record,* 
attention was focused on the second-quarter upturn in 
agricultural prices. It was suggested there that the prin- 
cipal contributing factor to the moderate over-all in- 
creases in average prices had been recovery in a weak 
sector of the economy rather than excessive demand or 
cost pressures in already tightly strained sectors. 

The more recent price increases, however, suggest 
that cost increases are now putting more upward pres- 
sure on prices at selected points. Increases in the prices 
of the primary factors of production—men, materials 


1“Another 10% Year for Canada?” October, 1956. 
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and money—have begun to produce important effects 
on profit margins, particularly in the cases where rela- 
tively large increases in wage costs have added an 
important increment to costs of production. To some 
extent, increases in prices took place at an earlier stage 
at points where their effects were not quickly or easily 
transmitted to other points in the economy. For ex- 
ample, higher steel prices and higher labor costs took 
some time to show up in higher automobile prices. In- 
creases in railway freight rates in June and December 
have added to distribution costs of many goods, but 
these changes do not typically express themselves 
quickly in higher prices of goods. 

Again, higher costs of construction and higher prices 
for many types of machinery and equipment are mini- 
mizing or eliminating in many instances the reductions 
in unit costs that might have been anticipated from 
plant expansion and larger-scale output. In other words, 
whatever inflationary tendencies now appear to be in 
the economy are essentially of a cost-push character. It 
seems probable that costs in many industries are now 
outpacing productivity gains. Moreover, it may also be 
possible that cost-push factors are still working their 
way through the economy, pointing to the possibility of 
still further price increases in the months immediately 
ahead. 


COST PRESSURES 


Against the background of the very large expansion in 
economic activity in Canada, the surprising thing is not 
that price increases occurred in 1956, but that the in- 
creases that did occur were so small. For this, monetary 
policy must be accorded a large, though by no means 
solitary, role. Other factors that have helped hold down 
price advances have been: higher savings . . . a rising 
budgetary surplus . . . a rising premium on the Cana- 
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dian dollar (which has actually helped to reduce the 
average prices of Canadian imports) . . . a large rise 
in the volume of imports .. . increased production 

. an abnormally large rise in the nonfarm labor 
force . . . a rapid increase in productivity (especially 
in 1955 and early 1956) . . . relatively high corporation 
profits permitting some absorption of higher costs .. . 
highly competitive marketing conditions . . . and un- 
certainties regarding the willingness of many types of 
purchasers to accept higher prices without resistance. 
But the successful way in which the monetary authori- 
ties have restrained excessive monetary expansion has 
undoubtedly played a critical role in the prevention of a 
price spiral fuelled by new monetary injections into the 
spending streams. 

At the same time, a cost-push type of inflation, even 
though of essentially moderate dimensions, is still a 
matter for serious concern. On the one hand, it raises 
the danger that monetary restraint, especially if it is 
directed too narrowly at halting price increases, will be 
carried too far. As will be suggested in a later article in 
The Business Record, a quick turn of monetary policy is 
not likely to compensate easily for an overextension of 
restraint, especially when so much of the war-created 
liquidity has been squeezed out of the economy during 
the past decade. 

On the other hand, cost inflation increases the vulner- 
ability of many industries to shifts in the volume or pat- 
tern of demand. This is especially true in view of pro- 
spective large additions to productive capacity which in 
many instances will require high-volume production 
operations to achieve relatively low unit costs of produc- 
tion. In the present Canadian situation, cost pressures 
also expose many industries to potential import competi- 
tion of great intensity. Competition, particularly from 
the United States, may have been partly obscured by 
the buoyant business trend of the past two years, and 
could reemerge in acute forms under less prosperous 
circumstances. 

Rising costs have already begun to squeeze corporate 
profit margins. In some industries in the latter part of 
1956, they were perhaps lower than at any time in the 
preceding two years. Should they be still further 
squeezed in 1957, higher prices for many products 
would undoubtedly appear, along with higher numbers 
of bankruptcies and more intense competition. 


CREDIT COMPETITION 


A large part of the liquidity that existed two years ago 
has now been squeezed out as a result of mounting credit 
demands. Monetary tightness, as reflected both in more 
intense competition for available credit supplies and in 
relatively substantial increases in virtually all classes of 
interest costs, has now become an important factor to be 
taken into account in business decision making. Firms 
have come under growing pressures to make the most 
efficient and effective use of their financial resources. 
Increasing numbers of borrowers are encountering “no” 
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and “not so much” answers in their search for additional 
or new financing; and some of the inevitable inequities 
in a program of general quantitative monetary restraint 
have come into sharper focus. 

Short-term federal government bonds (two years) at 
the end of November were yielding about 414%; long- 
term federal government bonds (twenty-five years) 
were yielding just under 4%. Yields on high-grade out- 
standing provincial and municipal government bonds 
are now up to about 5%. Yields on top-grade, outstand- 
ing corporate bonds are higher. New issues command 
still higher yields for successful flotation. Interest rates 
on conventional mortgages are now at about 614% to 
7%. The minimum rate on chartered bank loans to 
prime borrowers is now 514%. Money market rates have 
also risen further. Good commercial paper is now yield- 
ing 5% to 544%. The average Treasury bill yield on the 
December 13 issue was 3.6% (nearly 1% above six 
months earlier). In line with the new procedure of reset- 
ting the Bank of Canada’s discount rate each week at 
14% above the Treasury bill tender rate, the discount 
rate on December 13 was at an historic high of 3.84%. 

The chartered banks have continued to sell federal 
government bonds on a generally declining market, but 
the rate of these liquidations was sharply slowed after 
May. By December 12, the remainder of these holdings 
was not much over half of the level of sixteen months 
earlier, representing only 16% of their deposit liabilities, 
as compared with 32% in August, 1955. At the same 
time there was a virtual halt to the previously rapid 
expansion in the banks’ loans. Canada’s banks are now 
more fully loaned up than at any time in the past two 
decades. 

The life-insurance companies have also been liqui- 
dating substantial amounts of federal bonds, using the 
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proceeds, together with new revenue, for substantially 
larger investments than last year in provincial, municipal 
and, more especially, corporate securities, and for a 
further enlargement of their mortgage holdings. But 
even in the case of the life-insurance companies, there 
has been a marked reduction in the switching from 
federal government securities to other earning assets in 
the past few months. 

The general slowing down in the credit expansion has 
not been a reflection of any major slackening of credit 
demands. In the past few months there have reportedly 
been sustained heavy demands for credit, although part 
of its intensity in the fourth quarter may perhaps be 
ascribed to seasonal forces. 

Credit demands usually become increasingly intense 
during a rapid expansion in business activity. If unre- 
strained, the credit surge is likely to persist well after 
physical limits begin to slow down the advance in the 
output of goods and services. The resulting “excessive” 
credit tends to cumulate inflationary effects in the classi- 
cal sense—too much money chasing too few goods.! 

The monetary restraint policy of the Bank of Canada 
has been aimed directly at assuring that such cumula- 
tive effects would be averted as the country’s massive 
expansion encountered shortages of men, materials and 
productive capacity. In other words, the aim was that of 
retarding new credit creation and making it increasingly 
necessary that a rise in credit availability for one form 
of spending would either be facilitated by augmented 
savings or involve diversion from credit used for other 
forms of spending. 

By preventing an easy expansion of the money and 
credit supply, mainly through its open market opera- 
tions, the Bank of Canada has accentuated competition 
for available credit in the country’s financial markets. 
In Canada’s free market system, this has meant, thus 
far, that the strongest competitors have not been seri- 
ously affected, while some of the weaker competitors 
have now been directly and severely pinched by the 
tighter monetary conditions. 


IMPACT OF MONETARY RESTRAINT 


In the past year and a half, monetary restraint has 
perhaps not been effected as quickly or as readily as 
might have been anticipated. A considerable amount of 
“play” in the financial system had to be tightened up 
before effective restraint could be brought to bear on the 
economy. While there existed a very considerable po- 
tential for more efficient and more effective use of 
money by many business firms, there also existed more 
generally a very substantial reservoir of funds that could 
be brought into more efficient use through the financial 
institutions—mainly in the process of switches from 
federal government securities to loans and nonfederal 
securities. 


1 For a discussion of some of the principles of central banking 


policy, see “Monetary Restraint in Canada,” in the May, 1956, issue 
of The Business Record. 
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Much of the potential for more effective use of money 
by business firms has now been explored and seized. At 
the same time, the major financial institutions in mak- 
ing increased loanable funds available to private bor- 
rowers have made major reductions in their federal 
government security holdings and therefore in their 
liquidity positions. In fact, the chartered banks, in 
which liquidity considerations are of vital importance, 
appear to have reached a situation in which they are 
becoming increasingly reluctant to engage in any further 
substantial switching from government bonds to loans. 

In any event, the possibilities that existed for more 
efficient use of money—essentially through a reduction 
in liquidity and an associated expansion in the velocity 
of money circulation—seem to have limited the speed 
with which the effects of the monetary restraint meas- 
ures introduced in the latter part of 1955 were felt. In 
the first half of 1956, a very large rise in the value of 
economic transactions occurred, as well as a large in- 
crease in the volume of business credit extended by the 
principal financial institutions, without any significant 
rise in the money supply.! But in the latter part of the 
year, the monetary restraint measures appear, with de- 
layed effectiveness, to have bitten hard. 

It is too early to attempt any precise evaluation, but 
the accumulating evidence suggests that a rapidly wid- 
ening circle of credit users have begun to be affected by 
these tighter monetary conditions. And the monetary 
authorities are probably now in a more favorable posi- 
tion than at any time since the Bank of Canada was 
established in 1935 to exert flexible and sensitive re- 
straining influences on the credit supply. Indeed, any 
further credit expansion in the immediate future seems 
likely to depend much more directly and closely upon 
the actions of the monetary authorities than during the 
past year. 


CHANGE IN TRADE AND PAYMENTS IMBALANCE 


Canada experienced in 1956 a record imbalance in its 
foreign trade and payments. In the case of commodity 
trade, the imbalance was approximately $1 billion, with 
exports at about $4.8 billion and imports at about $5.8 
billion, both these figures being new records. At the 
same time, the country continued to run a substantial 
deficit in its payments for invisibles (mainly services 
such as insurance, freight, interest and dividends, and 
tourist expenditures), so that the total deficit on current 
account was in the neighborhood of $1}4 billion. 

But there appears to have been a distinct shift in this 
picture in the latter part of the year. Under the impact 
of the rapid expansion in 1955 and early 1956, the rise in 
imports far outpaced the rise in exports, creating an 
almost steadily widening trade and payments gap. Ac- 
cording to the figures in the national accounts, exports 
of goods and services rose by almost 11% from the first 
quarter of 1955 to the first quarter of 1956 (from $5.6 


1 The money supply being defined as currency outside banks and 
“active” bank deposits. 
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billion to $6.2 billion, at seasonally adjusted annual 
rates); over this same period, imports of goods and 
services rose twice as fast (22%, from a rate of $6.0 
billion to a rate of $7.4 billion). But from the first 
quarter to the third quarter of 1956, exports of goods 
and services rose about 4%, compared with a gain of 
about 114% for imports. Indeed, according to the most 
recent data on commodity trade alone, after allowance 
for seasonal factors, imports declined following a peak in 
April, 1956, while exports continued to move irregularly 
higher to a new peak in the latter part of the year. In 
part, higher average prices of exports and lower average 
prices of imports contributed to these trends. But the 
principal changes were changes in the physical volume 
of goods shipped. 

Reflecting the augmented capital investment boom, 
not far from one half of the rise in imports from the first 
half of 1955 to the first half of 1956 came in the invest- 
ment goods categories. But the remainder of the in- 
crease was widely dispersed over a very large proportion 
of all import categories. In the case of exports, the out- 
standing gainer was wheat—up 55% in the first ten 
months of 1956 over the same period in 1955. Other 
outstanding increases occurred in iron ore, petroleum, 
newsprint, and copper, with widespread but generally 
smaller advances in many other product groups. In only 
one major category —lumber—was there a substantial 
decline. 

It might have been expected that with new record 
imbalances in Canada’s trade and payments, the foreign 
exchange value of the Canadian dollar would have 
deteriorated markedly in 1956. Yet the dollar actually 
gathered strength, and before the end of the year 
touched a higher premium over the United States dollar 
than at any other time since the early Thirties. The 
reason, of course, was a sharply higher inflow of capital 
funds—not only from the United States but also from 
the United Kingdom and other countries. This stepped- 
up capital inflow appeared in almost all major forms of 
capital-account transactions—higher direct investment 
in Canada, higher net purchases of outstanding Cana- 
dian securities by foreign residents, and very substan- 
tially increased flotations of new Canadian securities by 
provincial and municipal governments and corporations 
(principally in the United States). 


CONCLUSIONS 


While the above analysis indicates that the Canadian 
economy is advancing less rapidly now than a year ago, 
it is important to emphasize that it 7s advancing and 
that, as seen in present perspective, the strengths out- 
weigh the weaknesses. 

Although consumer spending in some directions in 
recent months does not appear to have measured up 
to earlier expectations, consumers are generally in a 
strong position to maintain or enlarge their spending. 
And although the pattern of such spending may be 
affected by the decline in new residential construction 
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and other factors, there is a widespread belief that total 
consumer spending will rise further under the combined 
impact of high employment, rising income, product 
improvements, aggressive retail merchandising, and 
strongly competitive marketing conditions. 

Despite generally conceded prospects for a continued 
decline in housing in 1957, early indications are that 
increased expenditures for nonresidential construction 
and new machinery and equipment are likely to more 
than offset any decline in housing expenditures, and to 
result in a higher aggregate level of capital spending this 
year. But such an achievement will partly reflect the 
record carry-over of uncompleted investment projects, 
and the expectation of a peak year of expenditures for 
some of the very largest of projects (such as the 
St. Lawrence Seaway and the Trans-Canada gas pipe- 
line). The investment outlook will, of course, become 
clearer when the Department of Trade and Commerce 
releases its survey of investment intentions within a few 
weeks. In the past these surveys have provided reason- 
ably good indications of investment trends, and the 
survey is likely to arouse more than usual interest this 
year. 

Export demands for some Canadian products in world 
markets could be adversely affected by increased inter- 
national economic strains in the wake of the Suez crisis, 
but this is by no means certain. On the other hand, some 
types of Canadian exports—such as petroleum, iron ore, 
uranium (no separate data have yet been published for 
the latter)—have recently been on steeply rising growth 
curves and may well add strength to the export picture. 

There have been widely expressed hopes that the 
general improvement in the agricultural sector of the 
Canadian economy in 1956 may be extended in 1957. 
But past experience suggests that this sector of the 
economy is particularly susceptible to uncertainties of 
weather and international marketing conditions. 

Finally, rising price and cost trends in recent months 
have been swelling the dollar values of production and 
sales at many points in the economy. If these trends 
continue, dollar-value business indicators will require 
more careful scrutiny in the months ahead to discern 
underlying real changes in economic activity. 


Arruur J. R. Smita 
Canadian Office 


Business as a Customer 


(Continued from page 5) 


goods. This is a relatively recent development among 
durables industries, but it was characteristic of inven- 
tory growth in nondurables lines almost throughout 
1956. 

Also noteworthy is the fact that accumulation of 
inventory in durables lines was clearly most rapid in the 
industries where backlogs were accumulating. Measur- 


ing from October to October, inventories in the machin- 
ery industry increased by about 22%, but backlogs rose 
by about the same percentage. Inventory thus appears 
to have been voluntarily proportioned to need, rather 
than speculatively or involuntarily accumulated. As the 
year closed, inventory-sales ratios in the durables sector 
as a whole were relatively stable, at a level that indi- 
cated ample but not excessive coverage. 

Of course, sharp changes in inventory policy seldom 
reflect developments within the inventory statistics 
themselves. All that can be said of the present levels of 
inventory is that they are no longer low, as they 
were in early 1956. They are, in fact, now in a range that 
is neutral in relation to the rest of the economy. 

But the pressure to improve liquidity is very likely to 
keep them from going higher voluntarily, a fact which 
argues that the present rate of inventory growth is 
likely to abate in early 1957. If the automobile industry 
finds its market well below the 6.5-million level of cur- 
rent expectations the rate of growth of total business 
inventories may rise briefly, and involuntarily, and then 
fall into liquidation. 

Whereas inventory was a clearly bullish aspect of 
early 1956, it is a moderate weakness for 1957. It re- 
mains to be seen whether the rate of inventory growth 
will subside slowly during the first half, or peak and fall 
more sharply in a pattern generally associated with 
business-cycle turns. 

ALBERT T, SOMMERS 
Division of Business Economics 


About Construction 
(Continued from page 19) 


Spending for industrial plant exhibits an amazingly 
similar pattern, as does the erection of office buildings 
and warehouses. Stores, restaurants, and garages, in 
both periods, started to weaken about a year after the 
turn in housing. Public utility construction was strong 
in both periods, but spending in the years since 1945 
almost dwarfs the utilities boom of the 1920’s. 

In every year since World War II, construction spend- 
ing by public bodies has accounted for a bigger share of 
total construction than in the years after World War I, 
This year, when still more of the stimulus is coming 
from government, the trend will doubtless continue. 

It is also worth noting that 1930, the twelfth year of 
Twenties’ boom, witnessed a sharp slide in construction 
spending. This year, the twelfth year of the current 
boom, appears headed for some retrenchment. But over 
1 million homes and a very respectable total dollar out- 
lay (even after allowing for price increases) can bear 
comparison with any year in our history except the two 
most recent. 

Rosert H. Persons, Jr. 
Division of Business Economics 


BUSINESS RECORD 


TOTAL OUTPUT AT PURCHASERS’ PRICES 


STATISTICAL MILESTONE FOR CANADA 


N INTERESTING new package of economic 


statistics for Canada has just been released by 
the Dominion Bureau of Statistics. Entitled “The 
Inter-Industry Flow of Goods and Services, Canada, 
1949,” it describes the construction of the first Canadian 
table of interindustry flows and transactions and focuses 
attention on the intermediate production relationships 
which lie behind the national income aggregates. 


HIGHLIGHTS RELATIONSHIPS 


The result is a fascinating glimpse of the complex 
relationships which mark the assimilation of the prod- 
ucts of forty-two domestic industries into the economic 
system. Total imports of goods and services are shown 
separately as a forty-third industry. 
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Each industry is a combination of basic establ 
ments (plants, mines, factories, shops, etc.) having cc 
mon characteristics and classified according to its p 
cipal product. For example, an establishment produc 
25% coke and 75% chemicals would be classified vy 
the chemical industry. Individual industries can ther 
classified into larger functional groups for purpose: 
studying the broad economic characteristics of vari 


segments of the economy. 


SOME INDUSTRY CHARACTERISTICS 


While it is clearly impossible to compress the anato 
of such extensive and complex economic relations! 
into a few charts, it may be helpful to examine som: 
the industry characteristics highlighted by the D 


Value Added by Broad Divisions of Industry, Canada, 1949 
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Input into the Electrical Apparatus and Supplies Industry 


Cents per dollar of output, Canada, 1949 
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interindustry study. The chart, page 29, shows the forty- 
two domestic industries classified into eight broad indus- 
try groups. In addition to indicating the relative size of 
the groups it points up some interesting differences be- 
tween industrial divisions as to value added. 

Value added at market prices is equal to the pay- 
ment for the services of the factors of production, plus 
indirect taxes, less subsidies. In input-output language, 
this value added is primary input. In the case of manu- 
facturing, which involves complicated technological 
processes, primary input amounts to only 33% of the 
total. The remaining 67%! is made up of intermediate 
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input; that is, goods and services from domestic or 
foreign sources that are used in further processing. In 
the agricultural industry, where labor and capital are 
applied to natural resources without the accompaniment 
of intricate technology, the value added comes to about 
60% of total input. In transportation, storage and trade, 
the value added is about 70% of total input, with wages 
and salaries constituting a major component. 

The second chart shows some of the detail in the 
manufacturing group. Starting with the breakdown of 
the primary input package into its various components, 
the diagram proceeds to outline the broad industrial 
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Disposition of Output of the Electrical Apparatus and Supplies Industry 


Cents per dollar of output, Canada, 1949 
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ditures, as well as gross domestic investment and ex- 
ports. 

Examination of the characteristics of a specific indus- 
try within the manufacturing group is attempted in the 
third and fourth charts. The electrical apparatus and 
supplies industry was chosen by reason of its ties with 
many segments of the economy. However, similar data 
for chemicals, construction, wood products or any other 
of the forty-two industries may be extracted from the 
tables of the interindustry study. 

(Continued on page 42 


tigins of the intermediate inputs and the proportions 
sed in production. 

Total output is divided into intermediate and final 
omponents. The intermediate output (amounting to 
4% of the total) now becomes the intermediate input 
f the industries which had originally contributed a 
ortion of their intermediate output to manufacturing 
rocesses. There is, of course, a substantial feed-back 
ito manufacturing itself. The second main division is 
nal output, which accounts for about 56% of the total, 
nd consists of consumer and government expen- 
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RISE IN STATE TAXES ON BUSINESS 


during the past decade produced a steadily mount- 

ing flow of revenue for state governments and rose 
considerably faster than did business income. On the 
average, they increased more than 10% in every year of 
the past eleven. This held true even in the years when 
business income declined. And in the fiscal year ended 
last June, the annual rate of increase was twice the 
postwar average. 

In 1946, these taxes took $1.0 billion from business 
firms, roughly equivalent to 2.1% of total business 
income. In 1956, levies imposed directly by state stat- 
utes upon business firms yielded $2.6 billion, equivalent 
to 3.6% of total income. For the eleven years as a whole, 
taxes paid by business firms rose 148% while the income 
of these firms increased about 60%. 


[ne IMPOSED directly upon business firms 


THE SHARE STAYS CONSTANT 


Within this period, despite variations in both the rate 
of increase and individual state tax structures, the 
reliance of states upon business firms for revenue re- 
mained remarkably constant, varying around an aver- 
age of one fifth of all tax revenue. In short, taxes paid by 
business firms moved up step in step with the pro- 
nounced postwar acceleration in state revenues. Despite 
the thousands of changes in tax laws over the period, 
the net result was that business contributed an almost 
fixed proportion of total state tax income. 

Trends such as those summarized above have more 
than mere historical connotations. With state (and 
local) governments throughout the country embarked 
upon major public works projects, the search for addi- 
tional revenue has seemingly become a perennial one. 
These requirements strongly imply that further in- 
creases in the state tax load of business firms is assured. 
Where the financing will come from to pay for the new 
roads, schools, and other public services has become a 
problem of continuing serious importance both for the 
legislators and for the taxpayers.! 

In the year just completed, state governments took in 
$13 billion, 166% more than in 1946. In the past eleven 
years, new taxes were adopted by many jurisdictions. 
Last year, for example, thirty-three states relied upon 


In the following pages, trends in the state taxes paid at least 
initially by business firms are examined both in the aggregate and on 
an individual state basis. Reliance by states upon various types of 
business taxes is also reviewed. The analysis is necessarily confined to 
taxes imposed by state governments alone. Statistics currently avail- 
able for tax revenues collected by local governments are not available 
in sufficient detail to permit a parallel examination at the local level; 
and, until the results of the 1957 Census of Governments are avail- 
able, do not permit a state-by-state analysis. 
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some form of general sales or gross receipts tax as com- 
pared with only twenty-three states in 1946. Items al- 
ready being taxed were also heavily relied upon to 
produce additional revenue. To name but one, the 
weighted-average state tax on gasoline advanced from 
4.16 cents to 5.35 cents between 1946 and 1955.1 


A MATTER OF YIELD 


From the revenue point of view, however, the major 
cause of the upturn in yields was probably outside 
legislative action. In a decade of steady growth, even 
fixed rates and no additional taxes would have produced 
higher revenue. Still, a rough comparison of national 
income and state tax growth for the decade indicates 
that taxes rose the faster, increasing 166% while total 
incomes were climbing 60%. The steady and persistent 
increase in state tax revenues contrasts with the fluctua- 
tions of federal tax revenues over the same period. The 
Federal Government places major reliance on personal 
and corporate income taxes, which are more sensitive to 
income changes. The states, on the other hand, place 
much more reliance on sales and gross receipts taxes, 
which yielded almost 60% of the total in 1956. These 


1 American Petroleum Institute 
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Business Taxes in State Revenues 
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taxes on consumption are not progressive and consump- 
tion expenditures have fluctuated relatively less during 
the past decade than has income. The state and Federal 
corporation income taxes also follow these two patterns 
of stability and flexibility. The state corporation income 
tax, which is set at relatively low rates, accounts for a 
small percentage (6.6% in 1956), of state tax collections, 
and fluctuations in business income therefore have a 
relatively smaller effect on total state revenues than on 
the federal tax system. 

Problems posed by the limitations of present statis- 
tical sources and by the possibility (in some instances, 
probability) that taxes business firms initially pay may 
be later shifted to others makes any compilation at best 
an approximation of the desired total. Among other 
things, revenues from certain taxes paid by both indi- 
viduals and business firms (¢.g., property taxes) cannot 
accurately be segregated by payor, given present sources 
of information. 

Consequently, few efforts have been made to pinpoint 
a concept of taxes on business. One authority has stated 
that business taxes are those taxes which are levied on 
the operations of business enterprises as producing or- 
ganizations.! This definition, however, leaves the treat- 
ment of sales taxes somewhat ambiguous, since there is 
no essential difference between a sales tax included in 
the price and one collected separately by the retailer. 
But according to this concept, a sales tax included in the 

1 Paul Studenski, “Toward a Theory of Business Taxation,” 


Journal of Political Economy, Vol. XLVII, No. 6, October, 1940, 
p. 263 
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price but not separately identified would be considered 
a business tax, while the tax collected separately at the 
time of final sale would not. In its treatment of taxes in 
national income data, the Department of Commerce 
defines indirect business taxes as those taxes “chargeable 
to current cost by business enterprises,” implying that 
such taxes are those which are reflected in prices. How- 
ever, just which taxes are regarded as costs by business 
is not clear, either in practice or in theory. 


WHAT SHOULD BE INCLUDED 


It has been widely contended, for example, that 

. corporate income taxes, like all other taxes, tend 
to become a cost component. Management is interested 
in how much will be left for the stockholders after taxes, 
and they will, so far as they can, fix their prices at levels 
which will produce a desirable return for the share- 
holders.’’! Under this reasoning, a strict concept of busi- 
ness taxes would tend to include the corporate income 
tax and possibly some portion of personal income taxes 
levied on owners of unincorporated enterprises in so far 
as they are regarded as costs and included in price. Such 
a broad definition would circumvent knotty and prac- 
tical problems of shifting and incidence. 

The specific taxes studied in this article are those paid 
initially by business firms that are not apparently and 
immediately passed on, and for which revenue figures 
are available in existing statistical sources. These in- 
clude the corporation income tax,” the severance tax, 
selective sales and gross receipts taxes on insurance and 
public utility enterprises, and a variety of license taxes. 
These latter include taxes on public utilities, alcoholic 
beverage firms, chain stores, amusements, occupations, 
and other types of general business imposts.® 

This selection of taxes paid by business involves a 
minimum of conclusions concerning shifting and inci- 
dence. In actual practice a business firm may bear the 
initial impact or statutory liability for a tax. Among 
other possibilities, 1t may shift it forward in the form of 
price increases. In this event, the incidence, or ultimate 
money burden, rests upon the consumer. But even in 
this relatively simple case, there is a considerable area of 
disagreement possible on the degree and direction of 
shifting. The disagreement grows when the analysis is 
broadened to include other taxes or to take into account 
the positions of the owners or the employees of the firm. 


1 Joint Committee on the Economic Report, “Federal Tax Policy 
for Economic Growth and Stability”; paper submitted by panelist 
Hi. J. Rudick, “Effect of the Corporate Income Tax on Management 
Policies,” p. 646, also pp. 659-661 

2 See footnote to chart on page 38 

3 Even this listing involves certain areas of debate. Taxes on regu- 
lated public utilities, it could be argued, should not be considered a 
direct tax on a business entity since much rate regulation is oriented 
toward the after-tax return. Conversely, the above grouping omits 
selective excises which, indirectly at least, are like other taxes in that 
by increasing prices they necessarily affect the sales and hence the 
income of the producing unit. Another important omission is the 
general gross receipts tax, as distinct from the selective gross receipts 
taxes which are included. They are not reported separately by the 
Department of Commerce, but are classified and reported together 
with sales tax receipts 
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Selective Sales and Gross Receipts Taxes 


Insurance companies—Taxes imposed on insurance 
companies and measured by gross premiums. 


Public utilities—Taxes imposed on public utility com- 
panies and measured by gross receipts, earnings, or 
units sold. 

License Taxes 


(Taxes levied on a business privilege at a flat 
rate, or measured by capital stock, capital surplus, 
etc., Including fees related to licensing activities.) 


Corporations in general—Franchise license taxes, 
organization, filing and entrance fees applicable to all 
corporations. 


Public utilities—License taxes imposed on public 
utilities, not measured by gross or net income. 


Alcoholic beverages—Licenses imposed on the alco- 
holic beverage industry from manufacturer to retailer. 


Chain stores—Levies on chain store organizations. 


Amusements—Taxes on amusement businesses not 
measured by value or number of admissions. 


Occupations and businesses not elsewhere classified— 
License taxes paid by persons in particular professions, 
trades, or occupations, and business license taxes not 
elsewhere classified. 


Corporation Net Income 
Taxes on the net income of corporations and unin- 
corporated business which are taxed distinctively from 
individual income. 


Severance Taxes 
Taxes imposed on the removal of natural products 
from land or water and measured by value or quantity 
of products removed or sold. 


For many years it was customary in theoretical dis- 
cussions of this general problem to assume that the 
entire incidence of the corporation income tax rested on 
the business firm. In one recent study,! however, it is 
assumed that only two thirds of this tax is borne by the 
business firm and one third is shifted forward in the 
form of price increases. 

At the state level of taxation, shifting and incidence 
develop an additional complication. If a tax normally 
shifted is imposed by one state on a particular industry, 
and if the out-of-state firms in that particular industry 


are not subject to the tax, then the taxed portion of the ° 


4 Op. cit., Joint Committee on the Economic Report, “Federal Tax 
Policy,” R. A. Musgrave, “Incidence of the Tax Structure and its 
Effect on Consumption,” pp. 96-113. For other studies using different 
assumptions concerning the incidence of the corporation income tax 
see R. S. Tucker, “Distribution of the Tax Burden in 1948,” National 
Pax Journal, Sept. 1951, pp. 269-285; G. Colm, and H. Tarasov, 

Who Pays the Taxes?” TNEC Monograph No. 3, Washington, 1941, 
and J . H. Adler, “The Fiscal System, the Distribution of Income, and 
Public Welfare,” “Fiscal Policies and the American Economy,” 
New York, 1951 


industry will be forced to absorb the tax when selling in 
a competitive market common to the entire industry. 

In short, there is no single unquestionable grouping of 
taxes paid by business. Other groupings than that em- 
ployed here could be made that would produce different 
results. 

The group of state taxes specified above as being paid 
by business firms have followed both the trend of gen- 
eral state revenues and have, year in and year out, con- 
stituted a’remarkably constant proportion of that total. 
Business taxes as a per cent of all state taxes have 
averaged 20% of the total in the period 1946-1956, with 
a mean deviation of only 0.7% (see chart, page 35). This 
constancy is remarkable because “business taxes in the 
states are a conglomeration of heterogeneous taxes im- 
posed for different purposes, on different bases, under 
many forms of rate schedules, and with many types of 
administrative machinery.’ 


WHY THE REGULARITY ? 


From such a conglomeration of rates and bases, com- 
bined with the many changes in the past decade, it 
would seem that a strong probability should exist of an 
erratic relationship between business tax revenue and 
total tax revenue. But the figures belie the probability, 
since the ratio of business taxes to total taxes ranged 
between the very narrow limits of 19.0% and 21.2% 
during this period. 

Part of this regularity might be attributed to the pos- 
sibility that the various bases of business and nonbusi- 
ness tax tend to increase at a proportional rate. Part is 
undoubtedly the result of legislatures meeting new 
revenue needs by proportionate increases in existing tax 
structures. Some of the decade’s tax changes may also 
have been offsetting. This constancy, whatever its un- 
derlying cause, is even more remarkable if account is 
taken of the variation in the reliance placed upon busi- 
ness taxes both between and within states over time, as 
indicated in the table. In 1956, for example, business tax 
payments relative to total levies varied from 3.3% in 
Wyoming to 42.9% in Texas. The unweighted average 
for all states is slightly above 19%. Compared with 1946, 
the increases through 1956 ranged from 36% in New 
Jersey to 390% in Florida. Over this period, seventeen 
states received increases of more than 200% in revenues 
from taxes imposed directly upon business, and only 
three recorded increases of less than 100%. 

Interstate comparisons should, however, be made 
with care. Entirely apart from the major problem posed 
by the absence of the local government revenues for 
each state and the quite different results which such 
data might make between states relying more or less 
strongly upon local tax sources, there are other possible 
sources of misinterpretation. In North Dakota, for ex- 
ample, the ratio of business to total taxes increased from 
5.9% in 1946 to 10.4% in 1955, both ratios far below the 


1A. H. Hansen, and H. S. Perloff, “State and Local Fin: in th 
National Economy,” W. W. Norton, New York, 1944, p. rth mae 
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national average. But over the same period, the state’s 
business tax receipts in absolute terms rose almost 400%. 
States with low ratios of business to total taxes are most 
likely to be predominantly agricultural, while states with 
high ratios are predominantly industrial. In 1955, the 
latest year for which income data are available, almost 
half of North Dakota’s income payments came from 
farm income or from government disbursements, both of 
which are largely excluded from the business tax base. 


STATE AND SMALLER DIVISIONS 


Probably even greater distortion in such state-by- 
state data lies in the dissimilarity between states in the 
division of fiscal responsibility between the central and 
local taxing jurisdictions. The responsibility for public 
activities and programs varies greatly within the forty- 
eight states and consequently so does the need for 


State Taxes on Business by States, 1946 and 1956 


1946 1956 A Aas 
Alabama AOR EE 8,974 20,698 130.6 
ATIZONSA A; Ook ek aks 8,443 5,203 51.1 
Arkansas Ce ROC Ce 4,656 19,223 312.9 
CCANTOMNIG. ods... «> 87,128 240,364 175.9 
Colorado 5 SRE ee 5,674 16,087 183.5 
Connecticut......... 20,967 51,738 146.8 
Delaware eM age syenet ss 4,190 10,867 159.4 
Florida Sete mide soca ove 6,411 31,392 389.7 
STA Tg oars aia a Ae 11,847 30,196 154.9 
Ra pia) 3e 2.55 2,975 8,759 194.4 
Illinois Eats are wise E's.0 30,844 74,712 142.2 
DUMANA esc sss os 6,889 17,094 148.1 
| ae 4,119 11,078 168.9 
USANA SSeS cs Hoa) © dt aya 3,943 13,277 236.7 
Lari gi tel 3 aa Gee 9,563 27,336 185.9 
PFOUISIANA Pos sso sss 35,088 116,152 231.0 
WM aie ye sick Be i. 3,613 8,810 143.8 
Us es ne 11,377 40,822 258.8 
Massachusetts....... 50,747 108,174 113.2 
Misehigans.. fo. css 19,097 73,473 284.7 
Minnesota.......... 35,477 87,747 147.3 
Mississippi.......... 8,570 29,058 239.1 
Missouri: <.......-<- 6,504 20,769 219.3 
Montana............ 3,004 9,121 203.6 
Nebraska... .......5. 1,338 4,971 Q71.5 
PNG VACA ce ics sic e'sve ss 483 1,660 243.7 
New Hampshire...... 901 2,658 195.0 
New Jersey......... 34,153 46,346 $5.7 
New Mexico......... 2,714 10,764 296.6 
New York: i000... 248,077 374,638 51.0 
North Carolina...... 32,895 91,534 178.3 
North Dakota....... 1,251 5,600 347.6 
RIO MeL ee ciele ed ee 34,353 87,752 155.4 
Mklahonia® fis esos é 21,575 54,241 151.4 
Oregon syasioe's ciencles © 12,015 26,203 118.1 
Pennsylvania........ 101,619 275,570 171.2 
Rhode Island........ 7,236 15,236 110.6 
South Carolina....... 13,792 28,475 106.5 
South Dakota....... 1,072 3,370 214.4 
Frennesseé’. i.-S20 0: 33° 10,025 38,855 287.6 
BR GKAS Monee oes Wha ets elss 63,986 258,392 303.8 
ital Io Aa ie erg 2,607 8,415 222.8 
Wermonti. 6. Snes. 1,583 4,453 181.3 
Virginians. eases oss 18,451 67,281 264.6 
Washington......... 8,879 23,133 160.5 
West Virginia........ 2,320 6,346 173.5 
WiSCONSIN Aes fees. « 80,858 69,188 124.2 
NWVyOlMiilig sits es > 3 8,606 $4,238 199.6 
; Motal ses eee 1,037,536 2,578,354 148.5 


Sources: Department of Commerce; Tam ConrrrENcE Boarp 
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revenue. This varying division reflects both traditional 
and historical factors, varying economic abilities, and 
varying attitudes toward governmental functions. 
Estimates are available for 1953, for example, which 
show that in the state of West Virginia 71% of the total 
state and local revenue was raised by the state govern- 
ment, whereas in New Jersey the situation was reversed 
and local governmental bodies accounted for 74% of the 
combined revenue collection. A similar breakdown for 
other years, unfortunately, is not available, and pending 
the 1957 Census of Governments a comprehensive analy- 
sis of the full state-local tax complex is not possible. Not 
only does this dissimilar division of fiscal responsibilities 
exist between the states and their local governments, 
but the tax structures of the various states differ in their 
emphasis on particular taxes. Only twenty-six states 
levy a severance tax, while all forty-eight impose some 
form of selective sales and gross receipts tax. The cor- 
poration net income tax is used by thirty-three states 
and nine states levy poll taxes. New York, for instance, 
derived 16.4% of its tax revenues from the corporation 
net income tax in 1956, but has no severance tax; in 
contrast, the state of Texas has no corporation income 
tax, but derived 30.3% of its tax revenue from sever- 


ance taxes. 
GENERAL TREND CLEAR 


Complications such as these, however, do not affect 
the clear record of the general trend of taxes paid by 
business, viewed in national totals. In years of high 
levels of business activity and incomes, such as the fiscal 
year 1956 or fiscal 1951, increases in the neighborhood of 
20% are recorded. Even in periods of declining or rela- 


1The size of the base is a further consideration in interpreting 
such percentage changes. In 1946, many states had sizable balances 
built up during the war years and had not yet embarked upon post- 
war programs of postponed capital projects. Relatively modest cur- 
rent revenue yields were still sufficient to meet needs and relatively 
moderate subsequent increases, when placed on a percentage basis, 
tend to loom large. Similarly, percentage changes in business taxes 
should also be viewed against the concurrent increases in total taxes. 
Substantial changes in business taxes may not have been out of line 
in comparison with the general trend of state revenues and do not 
necessarily indicate increasing reliance upon taxes on business firms. 


State Taxes on Business 
Thousands of dollars 


Tax 1946 1956 oh Coence 

Sales and gross receipts 

Insurance: cv. 4ie 2-1-0 $144,611 $400,621 177 

Public utilities........ 151,964 300,373 98 
License and privilege 

Corporations in general. 120,409 833,233 178 

Public utilities........ n.d. 18,279 — 

Alcoholic beverages... . 66,652 79,104 19 

Chain stores.......... 4,212 5,371 28 

Amusements.......... 4,201 4,427 05 

Occupations and other 

BUSINESS 55. 6.6 cee coe 13,854 198,295a | 1,831 

Corporate net income..... 441,750 880,191 99 
Severance’ «cy jcetareinsaee 89,883 358,460 299 

Total $1,037,536 $2,578,354 148 


a—Prior to 1950, the Department of Commerce classified certain taxes on business 
as “All other,” but reclassified them in 1950 to the category “Occupations and busi- 
ness, 0.e.c.”” n.a.—Not available 


Sources: Department of Commerce; Tom Conrrrmncr Boarp 
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tively stable total activity (e.g., the fiscal years 1950, 
1954, and 1955), revenues did not decline. 

Despite the fact that the corporate net income tax is 
the single largest revenue producer in the group of taxes 
here considered as business taxes, the tax revenue from 
the group as a whole exhibited stability and normally a 
modest increase even in the face of contractions in 
general activity. With the regular levies extracted 
through a wide variety of license and other taxes less 
sensitive to either the volume or profitability of business 
activity, the net result is the maintenance of state 
receipts from business sources even in downturns. 

Behind this steady upward trend in the total of taxes 
paid by business firms are significant trends in specific 
taxes. Though still the major revenue producer in this 
group of business taxes, the corporate income tax has 
declined fairly consistently over the past decade in its 
relative contribution to total receipts. In 1946, it ac- 
counted for better than 42% of all revenue from busi- 
ness. Last year, despite the upsurge in corporate in- 
comes to nearly an all-time high, it accounted for only 
34% of business tax revenue. 

Severance taxes, on the other hand, have been a 
steadily rising source of state government income. The 
sharp growth in basic, extractive industries over the 
past decade has resulted in revenues rising from 8.7% to 
13.9% of all business taxes. Part of this growth is at- 
tributable to an increase in the number of states relying 
upon this source of receipts from twenty-three in 1946 
to twenty-six in 1956. A major share, however, comes 
from the increasing volume of activity which constitutes 
the base for this type of levy. Louisiana and Texas, two 
states relying heavily upon this source, have, for ex- 
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ample, increased revenues from it by 345% and 283%, 
respectively, over the past ten years. 

Selective sales and license taxes, on the other hand, 
have not exhibited much relative change. Despite the 
steady rise in the volume of consumer expenditures since 
1946, aggregate state revenue from selective sales taxes 
has remained about one fourth of all receipts from busi- 
ness, since they consist primarily of levies on insurance 
companies and public utilities. Similarly, license taxes 
over the past five years have fluctuated narrowly in 
about the same relative range. Prior to 1951 this group 
of miscellaneous imposts averaged a somewhat lower 
proportion of total business taxes, but the difference 
was primarily owing to a change in the classification of 
the basic Commerce Department data. Before 1951, the 
Department reported certain business taxes under an 
“all other” category, and has since then broken them 
into categories more readily identified as pertaining di- 
rectly to business activity. 


DIVERGENCIES IN TAXES PAID 


The marked upward trend in tax revenues from busi- 
ness firms and the countercyclical characteristics ex- 
hibited during downturns find further confirmation in a 
rough comparison of these receipts with business in- 
come. While the comparison cannot be a precise one 
because of the limitations both in the revenue and the 
income data,! the divergence of the two in certain years 
is a clear one (see chart, page 34). Taking the past 
eleven years as a whole, they have increased at different 
rates. Since 1946, business incomes have advanced 60%, 
while the taxes extracted by states, according to the 
concept of taxes paid by business firms employed in 
these pages, have increased 148%. Whereas eleven years 
ago these taxes were 2.1% of this income concept, in 
1956 they were the equivalent of 3.6%. In some years, 
the two have diverged sharply, taxes rising while busi- 
ness income declined. In 1949, for instance, income de- 
clined 11% while state taxes paid by business rose more 


(Continued on page 56) 


1 The concept of business income here is the sum of the Department 
of Commerce’s corporate profits and income of nonfarm unincorpo- 
rated enterprises. A comparison of it and business taxes encounters 
conceptual difficulties on both sides. Data on unincorporated activity 
leave much to be desired both in terms of internal detail and over-all 
reliability. They include, for instance, estimates of professional income 
and other types of income which are not strictly speaking sources from 
which business taxes might be currently extracted. Among other 
items, they include “Medical and other health services,” many of 
which would probably not be generally considered business activity. 
A stricter comparison would require deduction of both the income and 
any taxes involved, but detailed data are not available to make such 
deductions. On the tax side of this comparison, possible alternative 
concepts of business taxes would lead to different results; and no selec- 
tion would necessarily coincide conceptually with the tax bases repre- 
sented in available income data. For example, a major tax category 
here omitted is the general sales and gross receipts group. While its in- 
clusion as a business tax would considerably increase the absolute 
total of business taxes and raise the portion of total income that the 
over-all group represented, the marked absence of fluctuation in the 
contribution they have made over the past decade to total state taxes 
implies that the year-to-year fluctuations in the movements of busi- 
ness taxes and income as above defined would not be affected. 
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CAPSULE ON CONCENTRATION 


United States has been scheduled for publication 

early in 1957 under the sponsorship of the Anti- 

trust Subcommittee of the Senate Committee on the 

Judiciary. Although based primarily on statistical in- 

formation from the 1954 Census of Manufactures, the 

report will present the most recent information on con- 
centration available on an across-the-board basis. 

Like earlier reports, this report has been compiled in 
response to growing public discussion as to the extent of 
the development of concentration, and how the current 
merger movement, as well as government tax and de- 
fense programs may have affected concentration. In 
turn, how have changes in concentration affected the 
future of competition in the United States? 

Despite continuing attention in the press, in both 
houses of Congress, and among academic economists, 
the term “concentration” has no fixed meaning. Indeed, 
the concept has as many cr possibly more forms than 
the better known concept of ‘‘competition.” 


PROBLEM OF DEFINITION 


Designed primarily to provide a shorthand method of 
describing industries or markets neither perfectly com- 
petitive at the one extreme, nor perfectly monopolized 
at the other, “‘concentration” has been used to cover a 
loosely related set of meanings ranging from broad gen- 
eralizations concerning the relative importance of the 
largest business units in the economy to specific methods 
of showing facts concerning the structure of industry. In 
general, however, the term refers to the extent to which 
a relatively small number or proportion of firms accounts 
for a relatively large proportion of output (or other meas- 
ure of size) of the economy, or of particular parts of the 
economy. [See (1) page 41] 

Increasing interest in measures of concentration have 
prompted inquiries to the National Industrial Confer- 
ence Board concerning the methods by which such figures 


\ NEW report on economic concentration in the 


are derived, their over-all meaning, and their specific 


applicability. In response to such inquiries, the Board is 


_ planning to give increased coverage to these problems. 


The following notes have, therefore, been designed to 
describe the principal forms of measures of concentra- 
tion, to indicate the range of their scope and dimensions, 
and to suggest some of the problems connected with 
their use. They are meant to serve only as a guide; they 
cannot be regarded as covering the entire field. No at- 
tempt has been made to enumerate all types of measure, 
to define all dimensions of the measures that are enum- 
erated, or to evaluate the particular measures described. 
Selected references have been included for the most im- 
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portant material published since the early 1930’s to 
show the effort that has been devoted to the measure- 
ment of concentration and to enable readers to begin to 
explore individual points in more detail. Material to be 
published later will deal in greater depth with specific 
measures of concentration and with their value as tools 
of analysis. 


DIMENSIONS OF MEASURES 


Measures of concentration relate information on the 
number or percentage of business units to the cumula- 
tive size of the units. Neither of these dimensions of 
concentration can, however, normally be determined by 
simple or direct methods. 


Business units. Two different concepts of a business unit 
have figured in measures of concentration: the estab- 
lishment or plant, and the company or firm. The con- 
cept used has corresponded to information available. 
Thus the establishment unit has been used wherever 
Bureau of the Census data that had been compiled on 
an establishment basis have served as the source ma- 
terial. Where consolidated company data have been 
available those have been used. [See (2) page 41] 


Size. A wide range of size concepts has been used in 
measures of concentration. These include, among 
others: standard financial measures such as total assets, 
net capital assets, net worth, gross receipts, and rate of 
return; employment; value added by manufacture; 
value of shipments (including interplant transfers); 
capacity; number of research workers; and the number 
of patents applied for. [See (3) page 41] 


SCOPE OF MEASURES 


Measures of concentration may in theory cover a 
particular year, a series of years, or shorter or longer 
periods. They may use national, regional, or local data. 
In practice, however, the standard measures of concen- 
tration have covered one or more years and have re- 
ferred to national rather than regional or local geo- 
graphic areas. Beyond this, measures of concentration 
have varied widely in scope. Some have referred to 
broad sectors of the economy such as to corporations in 
general; to nonfinancial corporations in general; or to 
manufacturing companies. Others have referred to 
specific industry or product groups. [See (4) page 41] 


FORMS OF MEASURES 


Concentration is normally presented either in tabu- 
lar or chart form, using one of the following measures. 


40 


Examples of Measures of Concentration of Output in a Hypothetical Industry 


Absolute Concentration Index 
% of total output 


100 | - 
80 
60 
40 


20 


Oe ead ow CeO Sue Weed 1d, gol ut le eU 
NUMBER OF BUSINESS UNITS 


Absolute measure. One class of measure can be demon- 
strated by a curve on which the number of business 
units (companies or establishments) are represented 
along the horizontal axis and percentages of size are 
represented along the vertical axis. 

Two sets of relations between numbers of business 
units and their size can be read from such a curve. If, 
for example, concentration in an industry is being 
measured, the curve’s height above given points on the 
horizontal axis measures the cumulative percentage of 
the industry’s employment, assets, shipments, or other 
size dimension accounted for by the output of four, 
eight, or some other relatively small number of com- 
panies ranked by size; the horizontal distance from the 
vertical axis to the curve at a given height on the axis 
measures the number of business units required to ac- 
count for fifty, seventy-five, eighty, or some other 
relatively large per cent of the industry. The first chart 
shows, for example, that the four largest business units 
accounted for 63% of the output of a hypothetical in- 
dustry.! [See (5) page 41] 

Relative measure. A second class of measure may be 
demonstrated by a curve in which percentages of the 
number of business units are represented along the 
horizontal axis and percentages of size are represented 
along the vertical axis. If, for example, concentration in 
an industry is being measured, the height of the curve 
above given points on the horizontal axis shows the 
cumulative per cent of total employment, assets, ship- 
ments, or other size dimension accounted for by various 
percentages of firms. The second chart shows, for 
example, that 20% of the business units accounted for 


1 This and the accompanying chart are illustrative only; they do 
not represent concentration information for any actual industry. The 
selection of four business units to illustrate a measure of concentration 
is arbitrary. Four companies have figured in many measures because 
this is, in general, the smallest number for which the Bureau of the 
Census will release data. 


Relative Concentration Index 


% of total output 
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63% of the output of this hypothetical industry. [See 
(6) page 42] 

Average size measure. A third class of concentration 
measure groups plants in an industry by size classes. 
Size is measured, for example, in terms of employment, 
and a rising percentage in large-size classes is said to 
show increases in concentration. [See (7) page 42] 


APPLICABILITY OF MEASURES 


The applicability of a measure of concentration de- 
pends on the relevance of the information it presents to 
the problems it is used to solve. Although the question 
will be examined at greater length in future articles, the 
following comments can be made at this time. 

The size component may have limited applicability if 
the industry or product class (1) includes products that 
are not substitutes for each other (or excludes products 
which are substitutes for the products included); (2) in- 
cludes components of end-products only when they are 
shipped to other companies and not when they are used 
by the producing company; (3) includes two or more 
stages of production; or (4) does not take into account 
substantial United States imports. 

Special problems of applicability also occur where a 
so-called industry includes only products primary to the 
given industry and excludes similar products produced 
by companies whose primary products are classified 
elsewhere; or where it includes a high proportion of 
products that are secondary in that industry but are 
primary to some other industry. [See (8) page 42] 

Related questions arise in creating uniform definitions 
of business units. This is particularly true of the com- 
pany unit, where there are special problems in the treat- 
ment of partially owned subsidiaries, subsidiaries of 
subsidiaries, and foreign subsidiaries exporting to the 
United States. 
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; Thus the meaning of a set of ratios calculated for a 
given year and for a range of industries or products will 
vary with the ways in which the size and business-unit 
data fit the operations of specific industry or product 
markets. And the meaning of measures of change in 
concentration will also vary with the comparability of 
the size and business-unit data in the periods con- 
sidered. The extent to which any measure of concentra- 
tion can be used to make predictions about the charac- 
ter of competition is therefore limited by the variability 
of the data as a guide to the actual size and shape of par- 


ticular industries or product markets. 
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Announcement that the Antitrust Subcommittee of 
the Senate Committee on the Judiciary will publish 
early in 1957 a report on economic concentration has 
already resulted in a growing number of inquiries to THE 
ConFERENCE Boarp for more information on the 
general subject. Interest in this report and the current 
interest in mergers has prompted the Board to give in- 
creased attention to this general field. 

The present article, which provides a guide to the past 
literature, is the first in a series, Material to be pub- 
lished later will deal in greater detail with specific 
measures of concentration. The main body of the article 
contains a classified bibliography on concentration; for 
those who are interested in following only the broad out- 
lines of the attempts to measure concentration, the 
following select list has also been made. The first, 
second, third, fifth, sixth, eighth and twelfth listings in 

' the accompanying “Selected References” are suggested. 
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Canadian Milestone 
(Continued from page 33) 


The third chart examines the source of all items of 
input which make up a dollar of electrical products out- 
put, while the fourth chart concentrates on the sales side 
of the picture by depicting the distribution of a dollar’s 
worth of output. The two charts together describe the 
extent to which a purchaser of electrical products may 
have been a supplier of production materials for the 
manufacture of those products. For instance, the wood 
products industry contributes 1.8 cents of input to the 
manufacturing process, and then buys back 2.1 cents of 
product. The construction industry, on the other hand, 
supplies only a fraction of one cent of input, but buys 
more than 20 cents of every dollar’s worth of electrical 
apparatus produced. 

Instead of tracing out the complicated distribution 
processes, the Dominion Bureau of Statistics assumed a 
direct link between producer and user by valuing the 
output of industry according to “purchasers’ prices.” 
Consequently, the purchase of an electric toaster at a 
hardware store would be considered as the purchase of a 
bundle of goods and services from the electrical products 


industry, which would include the value of the toaster, 
f.0.b. factory, plus selling margins, plus transportation 
and other distribution costs, plus indirect taxes. Output 
of the trade industries is therefore considered to be not their 
total sales but their gross profit margins. In order to main- 
tain equality between the input and output of the elec- 
trical supplies or any other industry, all trade margins 
as well as distribution costs and indirect taxes must be 
shown as inputs into that industry. 

The use of purchasers’ prices is advantageous in that 
the value of output can be measured in the same manner 
as gross national expenditure. The DBS report, how- 
ever, recognizes that the estimates of distribution costs 
necessitated by this procedure may be subject to con- 
siderabie error. 

The money values used to evaluate the interindustry 
flows were the average prices prevailing in 1949. Since 
prices in that year were relatively stable, the analysis 
was not hampered by substantial price changes. 

In addition to providing supplementary information 
about the national accounts and the industrial distribu- 
tion of national income, the interindustry study has 
established a structural framework in which various 
parts of the economic system may be viewed in relation 
to one another and to the over-all industrial pattern. 
This is valuable in itself and, as successive series of 
tables become available, it may provide a useful method 
of analyzing structural changes or forecasting potential 
bottlenecks in the supply of one factor or another. 

For effective use in market analysis, the interindustry 
table will need to be supplemented by flow estimates on 
a commodity basis. The Dominion Bureau of Statistics 
is hoping to work toward the compilation of such com- 
modity data. 

BarBaRA HENNEBERRY 


Canadian Office 


Aid-to-Education Program Manual 


If your company would like to examine the programs of 
other companies, a manual, “Aid-to-Education Programs of 
Some Leading Business Concerns,” has been prepared by the 
Council for Financial Aid to Education. Each company pro- 
gram is discussed as to purpose, direct grants to institutions, 
indirect grants through associations, matching grants, scholar- 
ships, fellowships, cost of education supplements, and special 
programs. To keep this loose-leaf binder current, the Council 
proposes to issue new and supplementary information as addi- 
tional programs are announced and existing ones revised. The 
cost of the manual is $5.00. The Council is located at 6 East 45 
Street, New York 17, New York. 


Research ls People—Proceedings of a symposium on the re- 
cruitment, motivation, recognition, rating and evaluation 
of research personnel. Industrial Research Institute, New 
York University Press, New York, 1956. $4. 


National Income Statistics, Sources and Methods—Contains 
an explanation in some detail of how the national income 
statistics for the United Kingdom are compiled. Central 
Statistical Office, HMSO, London, 1956, 387 pages. $4.50. 
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[For summary section of The Survey of Business Opinion, see page 14] 


“CONTINUED IMPROVEMENT IN BUSINESS IN 1957” 


METAL INDUSTRIES 


Aircraft and Parts [Forecasts for first-half 1957] 


Business will improve in the first half of 1957, accord- 
ing to five producers of aircraft and parts. Two of these 
companies report that new orders in the first six months 
of 1957 will be up “20% to 25%” and compare “very 
favorably” with those of the first half of 1956. New 
orders are expected to remain the same in two firms, and 
to go down “slightly” in the fifth company. 

When comparing prospective first-half 1957 new 
orders with those in the latter half of 1956, two out of 
the five companies predict increases of “5% to 10%” and 
“15% to 20%.” A third indicates that new orders should 
“equal or slightly exceed” those of the second half of 
1956. One company expects new orders to remain at the 
same level, while another anticipates a downward 
movement. 

Dollar billings in the first half of 1957 are expected to 
exceed those of the first half of 1956 in four of the five 
companies. Billings are expected to be “quite in excess,” 
“twice as high,” “30% higher,” and “up 20% to 25%.” 
The fifth company estimates dollar billings will be the 
same in both periods. Comparing the first half of 1957 
and the second half of 1956, three firms look for in- 
creases in billings of “15% to 20%,” “25%” and “100%.” 
Two other companies expect billings to remain at the 
same level. 

Production during the coming six months, when com- 
pared with year-ago levels, is expected to show similar 
movements to those in dollar billings. Four companies 
intend to increase production, while one company ex- 
pects it to be equal to year-ago levels. In comparison 
with the latter half of 1956, prospects in the first half of 
1957 are for increases of “15% to 20%,” “25%,” and 
“100%.”’ The two remaining companies predict produc- 
tion will be ‘‘equal” in both half-years. 

All five producers indicate their current dollar inven- 
tories are up over year-ago levels. Reported increases 
range from 5% to 30%. Inventories as a per cent of sales 
have increased in three companies and are the same in 
the remaining two companies. Four out of five com- 
panies expect inventories in the first half of 1957 will 
trend “slightly,” “10%,” “15%” and “15% to 20%” 
higher. One company anticipates a reduction in inven- 
tories of from “2% to 4%.” 

Profits before taxes in the first half of 1957 as com- 
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pared with the corresponding months of 1956 are ex- 
pected to be: “very much greater,” “10% to 15% 
greater” “ahead by as much as 50% to 75 Yos”” and “‘sub- 
stantially improved.” Profits in the remaining company 
are expected to “about equal’ those of the first half of 1956. 


Blast Furnaces and Steel Mills [Forecasts for first-half 1957] 


Good levels of business are generally expected in the 
first half of 1957 by the nine iron and steel producers 
reporting. Three companies are looking forward to in- 
creased orders, while three others are expecting them to 
remain at the same level as in the first six months of 
1956. On the other hand, the remaining three companies 
expect new orders to decline below year-ago levels. The 
treasurer of one of these firms explains the expected 
decline by reporting that ‘“‘customers built inventories 
in the first half of last year in anticipation of a steel 
strike.” 

In comparison with the last half of 1956, six of the 
eight companies reporting on this point expect new 
orders in the forthcoming six months will show an in- 
crease, while the remaining two anticipate the rate to be 
the same. New orders, according to one executive, “will 
be approximately 20% higher than in the second half of 
1956, which, of course, was adversely affected by the 
recent steel strike.” Similarly, another executive reports 
that “new orders for the first half of 1957 are expected 
to be not quite so good as in the first half of 1956, but 
considerably better than the second half of 1956, which 
includes the strike period.” 

Increases in dollar billings during the next six months 
over year-ago levels are forecast by five companies, with 
three cooperators expecting to equal their first-half 1956 
dollar billings rate. The pattern is expected to be similar 
to that for new orders when compared with the level of 
the second half of 1956. All eight companies reporting on 
this point indicate increases ranging from “8% to 10%” 
to ‘much higher.” 

Only one of eight companies believes its dollar value 
of output will be lower in the first half of 1957 as com- 
pared with the first half of 1956. At a second company the 
same level is expected to prevail in both these six-month 
periods and six companies expect production will mount 
by as much as “10%.”’ All eight companies report pro- 
duction will rise above the rate prevailing in the latter 
half of 1956. 

Current dollar inventories are higher than twelve 
months ago at six reporting companies; up “20%” and 
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“950%”? in two cases. And at two additional companies 
inventories are unchanged from year-ago levels. 

Inventories as a per cent of sales are: “12% higher,” 
12% to 15% above,” and “36% over” a year ago, ac- 
cording to three cooperators. Another three companies 
report these ratios unchanged from a year ago, and at 
only one company is this ratio lower. Inventories during 
the next six months are expected to turn slightly lower 
in four companies, one executive citing “seasonal varia- 
tions as the reason.” The trend is upward at a fifth 
company, and is not expected to change in two other 
companies. 

Eight companies give estimates of profits for the first 
half of 1957 as compared with the corresponding months 
in 1956. Five firms expect to show increases, which in 
one case will be “sharp’’; three firms predict profits will 
be “lower,” “10% under,” and “25% lower.” 


Electrical Industrial Equipment [Forecasts for first-half 1957] 


Nine reporting producers of electrical industrial equip- 
ment are optimistic regarding their business prospects 
for the first half of 1957. Six of them predict higher new 
orders in the first half of 1957 than in the corresponding 
months of 1956, with specific increases of “10%,” 
15%,” and “35%” reported. Two companies foresee no 
change in the rate of incoming orders between the first 
halves of 1956 and 1957, while one company is preparing 
for a “10%” decrease. Six companies anticipate the level 
of new orders will be higher in the coming half year than 
in the second half of 1956. Two other companies foresee 
no change, while the remaining company expects new 
orders to fall below last year’s second-half level. 

Higher levels of dollar billings in the first half of 1957 
are expected to prevail in seven companies, with the 
increases over the first-half 1956 totals ranging from 
10% to 50%. No change is anticipated by the only other 
company comparing billings in these two periods. One 
out of eight reporting companies anticipates first-half 
1957 billings as equaling its second-half 1956 rate, but 
all the other firms expect billings to exceed those of the 
preceding six months. 

Seven out of nine companies anticipate their dollar 
value of production for the next half year to be “slightly 
higher” to “50% higher” than in the first half of 1956. 
The remaining two companies expect about the same 
level of production. Except for one company that fore- 
sees little change, all nine firms expect to boost their 
output over second-half 1956 levels. In three cases, 
increases of “10%” (two companies), and “20%” are 
anticipated. 

Dollar inventories have remained unchanged in two 
firms and have risen in seven others during the past 
year. The chairman of the board of one company 
reports: 


“During 1956 inventories became quite high and now 
average a little better than a five to one turnover on sales, 
Our normal turnover would be six to one. Therefore, unless 


unexpected things occur, we would hope to bring them back 
to normal during 1957.” 


But the president of another company reports: 


“Our current dollar inventories are approximately the 
same as those of a year ago, despite the fact that many of 
the items we carry have increased in price. Therefore, our 
physical inventory is slightly down.” 


Current inventories as a per cent of sales are higher 
than a year ago at four companies, while two companies 
report lower inventory-sales ratios. Five out of nine 
companies estimate that in all probability their inven- 
tories in the coming six months will move upward, 
whereas three firmsexpect inventories to trend downward. 
Only one company indicates that its current inventory 
has changed very little from the year-ago level. 

An improvement in profits before taxes for the first 
half of 1957 is foreseen by five producers. One company 
reports “profits will be materially higher—probably by 
30%’’—than in the first half of 1956. The president of 
another firm predicts profits will be larger partly be- 
cause of “a price increase in July, 1956, and a program of 
cost reduction which is showing favorable results.” 
Profits are expected to be “down slightly” in one firm 
and should be “‘about the same” as in the corresponding 
months of 1956 in three other firms. 


Hardware [Forecasts for first-half 1957] 


Four hardware companies look forward to better busi- 
ness in the first half of 1957 than they had in the first 
half of 1956. New orders during the first six months of 
1957 will run “the same” in two, and “a little better,” 
and “7% above” in the other two. When compared with 
the second half of 1956, two of the three companies 
reporting expect increases of “7%”? and “19%,”’ while 
one company indicates that first-half 1957 new orders 
will be on a level with those of the latter half of 1956. 

Two of the four cooperating producers expect that 
their dollar billings in the next six months will be “the 
same” as the first half of 1956. The two other companies 
report theirs increasing “a little’ and “6%.” Of the 
three companies comparing their expected dollar billings 
in the six months ahead with those of the last six months 
of 1956, two anticipate they will be “4% over” and 
“19% above.” The third firm foresees billings at about 
the same level in both periods. 

While the rate of production in the next six months 
is expected to be up in two firms over the same months 
of 1956, they will show no change from the rate prevail- 
ing in the latter half of 1956. A third firm is gearing 
production to the same level as prevailed in both halves 
of 1956, while another company is scheduling a slight 
increase over a year ago, but does not indicate how this 
compares with the second-half 1956 level. 

Current dollar inventories in four companies are “35% 
above,” “the same as,” “approximately 10% less” and 
“20% under”? those of twelve months ago. One of three 
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companies comparing current inventories as a per cent 
of sales with those of a year ago indicates an increase 
and the other two foresee a decline. Compared with the 
second half of 1956, inventories are expected to trend 
downward in three companies, two of which report de- 
creases of “12%” and “20%.” The fourth concern ex- 
pects they will “increase approximately 5%.” 

All four companies expect profits before taxes for the 
first half of 1957 “to compare favorably” with those for 
the corresponding period of 1956, in one case to show an 
increase of “10%.” 


Industrial Machinery —General [Forecasts for first-half 1957] 


The consensus of twenty-two manufacturers of gen- 
eral industrial machinery is that their business will im- 
prove in the coming six months. As the chairman of the 
board of one company puts it: 


“We are optimistic about 1957 in our field, which supplies 
capital goods to the automotive and aircraft industries. Ap- 
parently these industries are expecting a rate of operations 
higher than in 1956 and our own estimates are based on that 
assumption.” 


The outlook for new orders between the first halves of 
1956 and 1957 is reported as mixed. Nine firms expect 
increases of up to 20%, whereas six firms predict de- 
creases of as much as 30%. Six other companies calculate 
their rate of in-coming new orders in the next six months 
will be little changed from that of a year ago. One did 
not report. 

Measured against second-half 1956 levels, ten con- 
cerns report first-half 1957 orders will be greater, two of 
these indicating increases of “20%.”? Two companies ex- 
pect declines, one of “10%”’ and the other of “10% to 
15%.”’ Eight companies anticipate new orders to equal 
those of the preceding six months, and two other firms 
make no estimate. The president of one of these com- 
panies explains: 


“Because it is normal for us to receive from 60% to 70% 
of our total annual orders in the first six months, it is not 
realistic to compare the first half of one year with the 
second half of another year.” 


Fourteen of the nineteen companies reporting on 
their prospective dollar billings for the first half of 1957 
predict increases over the corresponding period in 1956. 
These increases are variously estimated to be “slight,” 
up “5%,” “6%,” “10%” (five companies), “11%,” 
“197%,” “10 to 15%,” “15% (two companies), and 
“20%.” On the other hand, two firms predict a down- 
ward movement: one of “5%” and the other of “10%.”” 
Three companies feel that the same rate will prevail in 
both periods. 

Compared with the preceding six months, two com- 
_ panies expect billings to increase “slightly”; and twelve 
companies anticipate rises of “2 to 3%,” “3%,” “5% 
(two companies), “6%,” “10%” (three companies), ‘10 
to 15%,” “12%,” “15%,” and “25%.” Four other com- 
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panies foresee billings equaling last-half 1956 levels, and 
only one company reporting on this point predicts a 
drop of “10%.” 

Production at eleven out of eighteen cooperating pro- 
ducers of general industrial machinery is expected to in- 
crease in the first half of 1957 over the first half of 1956. 
For three of these companies the rate of increase will be 
“10%,” “15%,” and “20%.” Lesser increases are fore- 
cast in the remaining eight companies. Five companies 
predict the same levels will prevail as in the correspond- 
ing months of 1956, whereas two firms foresee a lower 
rate of output. 

Fifteen out of nineteen companies estimating their 
production activity in the forthcoming six months plan 
to surpass their second-half 1956 rate. Specified rises 
are: “5%” (three companies), “10%” (four companies), 
“10 to 15%,” “15%,” and “25%.” Two firms expect 
production to “remain the same,’ and only two firms 
expect it to run lower—‘“‘down 10%” in one instance. 

Current dollar inventories are now higher than a year 
ago according to nineteen out of twenty-one companies. 
They are at the same level in the two remaining com- 
panies. Percentage increases of “5%” (two companies), 
“9%,” “15%,” (two companies), “20%,” “23%,” “25%” 
(four companies), “30%” (two companies), “31%,” 
“60%,” “71%,” and “73%,” are reported. However, 
expressed as a per cent of sales, inventories are higher 
than those of a year ago in eight companies, about the 
same in six companies, and lower in six other companies. 

No over-all trend in the level of dollar inventories 
during the next six months is discernable from the re- 
plies of cooperating companies in this industry group. 
Six companies expect inventories to trend upward, five 
expect them to move downward and seven expect to 
maintain them at current levels. Two of the companies 
that anticipate adding to their inventories specify rises 
of “10%” each and among those planning to pare inven- 
tories, one firm indicates a reduction of “about 14%.” 
One company’s vice-president in charge of sales believes 
a downward movement in inventories is in prospect be- 
cause “we are very closely analyzing all inventories at 
this time in an effort to improve turnover.” 

Fourteen of twenty-one reporting companies expect 
profits before taxes during the next six months to sur- 
pass those in the first half of last year. A rise of as much 
as 25% is anticipated by two companies. Other specific 
increases reported are “3% to 5%,” “17%,” and “20%.” 
A vice-president of another company expecting a slight 
increase in pretax profits writes that “modest price ad- 
justments in the latter part of 1956 and early 1957 have 
tended to maintain our profit margins and in some cases 
will allow us to show slight improvement.” 

Four companies estimate profits before taxes for the 
first half of 1957 will be about the same as the corre- 
sponding period in 1956. The chairman of the board of 
one of these companies says that in spite of higher sales 
“higher costs appear to be more than offsetting some- 
what higher prices.’ Of the three companies expecting 
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decreases in profits, one foresees a drop of “10%” be- 
tween the initial halves of 1956 and 1957. 


Industrial Machinery —Specialized [Forecasts for first-half 1957] 
AAS RA EE Ad sce tied AS 8 bd peas 


Most of the fourteen cooperating producers of spe- 
cialized industrial machinery are looking forward to a 
general improvement in their levels of business. Six out 
of eleven companies say prospective new orders in the 
first half of 1957 will exceed year-ago levels, with spe- 
cific increases of “up to 5%,” “5%,” “6%,” “10%,” and 
“15%” reported. New orders in the next six months are 
expected to equal the first-half levels of last year in two 
firms, while three firms expect the rate to decline 
slightly. When compared with the last half of 1956, four 
companies expect to show an increase in new orders re- 
ceived, one concern citing a “40%” rise. 

No variation in the ordering rate of the preceding six 
months is foreseen by five firms, and two other com- 
panies think declines are coming. The treasurer of one of 
these companies reports that new orders will be “15% 
less than the second half of 1956, since traditionally in 
our business the orders are heaviest in the last half of 
each year.” Three companies do not comment on new- 
order levels. One of them cites difficulty in meeting 
customers’ demands, but the vice-president writes: 


“For some time the company has been allocating most of 
its products to dealers and accepting orders only to the 
extent of our productive capacity to produce these products. 
For that reason the volume of incoming orders is meaning- 
less as a reflection of demand in the field.” 


Nine of thirteen firms say that dollar billings during 
the next six months will exceed those of the first six 
months of 1956. One of them reports “higher” billings 
while seven others cite specific increases of “0 to 5%,” 
“5%,” “10%,” “12%,” “15%,” “25%, due to increased 
productive capacity,” and “39%.” The chairman of the 
board of the ninth company says that billings in his 
company “may show an increase if we are successful in 
getting into operation some additional capacity which is 
now under construction.” A “slight” decrease in billings 
is predicted by three firms, one of which experienced “an 
unusually large volume of business in the first quarter of 
1956 which we do not expect to recur in 1957.” And ata 
thirteenth company the first-half 1957 billings level is 
expected to be the “same” as in the first six months of 
1956. 

Seven firms expect to show billings increases in the 
coming half-year over those in the latter half of 1956, 
with one of these cooperators anticipating a rise of as 
much as “40%.” Five firms predict a comparable rate of 
billings in both periods while two firms expect theirs to 
dip slightly, in one case as a result of seasonal factors. 

Per cent changes in the rates of production in twelve 
reporting companies between the first halves of 1956 
and 1957 are similar to those reported for dollar billings. 
Nine companies indicate increases, a “39%” rise being 
cited by one company. Two firms expect to cut back 


production “slightly” and “10%,” respectively, whereas 
the first-half 1956 rate will be maintained in one other 
company in the coming six months. Four firms are pre- 
paring to increase their first-half 1957 levels of produc- 
tion over those experienced in the second half of 1956. 
One of these firms indicates production will be up as 
much as “40%.” 

On the other hand, three firms figure their production 
may dip somewhat, one treasurer reporting: 


“We expect the rate of production for the first six months 
of 1957 to be down perhaps 10% from the first and second 
halves of 1956. At the beginning of 1956 our inventories 
were very low and we have been building them up through- 
out 1956. Now that we feel they have reached a satisfactory 
level we should taper off our volume of production.” 


The remaining five firms reporting on this point do not 
anticipate any change in their rate of output between 
the second half of 1956 and the first half of 1957. 
Inventories are higher than a year ago in twelve of 
thirteen firms, and up over 30% in five of these com- 
panies. The same level of dollar inventories as a year 
ago is reported by one company. However, in the case of 
six companies, sales have increased proportionately, so 
that no change has occurred in inventories as a per cent 
of sales from year-ago figures. In three firms the propor- 
tion has increased, while at one firm it is “somewhat 
lower” than a year ago. Inventories during the first half 
of 1957 are due for a rise in four companies, and for a 
decline in four other companies. No appreciable change 
in level is foreseen by the remaining three firms, and 
three companies offer no comment on this point. 
Pretax profits for the first half of 1957 are estimated 
by five companies to be “higher,” “better,” “slightly 
better,” “10% higher,” and “15% better” than those in 
the first half of 1956. Another firm believes ‘our profits 
will increase in approximately the same ratio as our 
sales.”” A seventh company forecasts a threefold rise in 
first-half 1957 pretax profits, the president explaining: 


“This year (1956) has not been a good one for us due to 
unexpected difficulties arising from some of our contracts, 
and extensive facility rearrangements in some of our 
divisions.” 


Four companies foresee first-half 1957 pretax profits 
as equaling year-ago levels. And an additional three 
companies estimate that earnings will slide off. One such 
company says profits will be “somewhat lower,” a sec- 
ond company expects its pretax earnings will be 
“slightly less than in the first half of 1956,” and the 
third company reports “earnings will be about 10% less 
because we will have a small decline in sales while our 
operating expenses will be up somewhat.” 


Instruments, Controls and Apparatus [Forecasts for first-half 1957] 


The thirteen producers of instruments, controls and 
apparatus cooperating in this survey are generally opti- 
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mistic regarding their business prospects for the next 
half year. New orders through the end of June, 1957, are 
expected to be greater in seven companies than those of 
the first half of 1956. Cooperators anticipate new orders 
will be “higher” (three companies), “5% greater,” “9% 
higher,” “approximately 11% greater” and “60% more” 
than last year’s first half. Three companies expect no 
change in the rate of incoming orders and only one 
predicts a drop of “7%.” Two others do not make any 
comparison. 

When prospective new orders in the first half of 1957 
are compared with those in the last half of 1956, these 
companies are not quite so optimistic. Five of eleven 
firms anticipate increases jn new orders, three are pre- 
paring for a drop and three expect their volume to 
remain about the same. 

Dollar billings in the first six months in 1957 are ex- 
pected to equal those of the corresponding months of 
last year in two companies. The remaining eleven all 
expect increases, estimated by seven companies to be 
“4%,” poet M087" ne I See 12%,” “14%,”” and 
“35%.” Compared with second-half levels of 1956, three 
of twelve companies expect dollar billings to decrease, 
by “10%” and “20%” in two cases. Another company 
expects the levels of both periods to be “equal,” while 
the eight remaining companies expect to show increases 
ranging from “slightly higher” to “15% higher.” 

Six companies are anticipating a higher rate of pro- 
duction in the next six months over the first-half levels, 
with one company citing a “20%” increase. Four com- 
panies expect production to remain at the same level, 
while three companies anticipate a cutback in output, 
by “3%” in one case. 

A similar pattern emerges when estimated first-half 
1957 production is compared with the second-half 1956 
rates. Five of twelve firms expect first-half 1957 output 
will be higher. One of these companies finds “‘it difficult 
to estimate whether at the present time we are nearing 
the crest of a boom or whether we are right on the line 
of a long-term trend for our indusiry’s sales, which have 
increased, on the average, 5% to 10% per year. At the 
present moment, our problem is to get the production 
volume necessary to match the rate of incoming orders 
rather than to increase the order volume.” Four com- 
panies expect to maintain production at the same 
plateau as in the preceding six months, while three 
others anticipate a lower trend. 

Current dollar inventories versus those of a year ago 
show substantial increases ranging from 11% to 50% in 
nine of the reporting companies. The controller in one of 
these companies reports that current dollar inventories 
are up over year-ago levels because “‘they were abnor- 
mally low due to the loss of production attributable to 
the floods in New England in late 1955.” Two of the 
three remaining companies reporting on current dollar 
inventories say they are “lower” than those of a year 
ago; one company reports the “same” level as twelve 
months previous. 
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Although dollar inventories have trended higher, 
sales have also expanded at a number of these com- 
panies. Only three out of twelve companies report in- 
creases in their inventory-sales ratios over a year ago. 
On the other hand, four companies report the same level 
as a year ago, and five other firms report lower per- 
centages. Five out of ten companies plan to maintain 
their present level of inventories in the next six months, 
while two companies expect to reduce their stock. The 
three remaining firms intend to build up their inventories. 

Profits in the coming six months are expected to ex- 
ceed those in the same months of 1956 in nine of the 
thirteen reporting companies, with one company citing 
an increase as high as “20% to 25%.” Other specific 
increases reported are “5%” and “10%’’ in two companies. 

Only one firm expects pretax profits to decline 
“slightly because of extraordinary expenses resulting 
from plant additions and a rearrangement of our pro- 
duction facilities,” The three remaining firms look to 
maintain their profits at the first-half 1956 levels. One of 
these firms explains: 


“The squeeze on material and labor costs will at least 
offset the gain which we might otherwise make from in- 
creased volume. Under the best circumstances, it will re- 
quire greater efficiency in our operations in order to hold the 
profit levels which we enjoyed in 1956.” 


Iron and Steel Foundries [Forecasts for first-half 1957] 


New orders in the first half of 1957 are expected to be 
“slightly,” “2% to 3%,” “15%,” and “20%” lower than 
those in the corresponding period in 1956 in four of the 
nine iron and steel foundries participating in this sur- 
vey. Three other companies believe that new orders in 
the next six months will at least equal those of the first 
half of 1956, while an eighth firm anticipates a “5%” 
increase. The ninth firm does not cover this point in its 
reply. However only one out of eight firms reporting on 
first-half 1957 expected new orders indicates that these 
will drop below the second-half 1956 level. New orders 
are expected to trend upwards from 2% to 18% in four 
companies, while three other firms expect them to con- 
tinue at their second-half 1956 rate. 

Two companies expect first-half 1957 dollar billings to 
be “slightly” and “10%” less than the levels of the cor- 
responding half of 1956. While an additional three firms 
foresee no significant variation between the levels of 
new orders in the first halves of 1956 and 1957, four 
other companies anticipate rises of “7%” (two com- 
panies), “9%” and ‘10%.’’ Compared with the levels of 
the second half of 1956, the rate of dollar billings in the 
next six months will be “unchanged” in two companies, 
lower in three other firms, and higher by “7%,” “20%” 
and “26%” in three additional firms. The ninth com- 
pany does not comment on billing prospects in relation 
to those of the preceding six months. 

The dollar value of production will be higher in the 
next half year than in the first half of 1956 at five com- 
panies, and lower at two companies. The eighth and 
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ninth firms expect to produce at the same rate as in the 
first half of last year. Of the seven companies comparing 
second-half 1956 and first-half 1957 production, three 
expect increases of “11%,” “18%,” and “20%,” and four 
foresee little change in either direction. 

Five companies report greater dollar inventories than 
a year ago. Increases reported are “15%,” “18%,” 
“25%,” and “40%” (two companies). Sales have not 
kept up with the increase in dollar inventories in these 
five companies, and as a result they all report higher 
inventory sales ratios than a year ago. 

Current inventory levels are lower than twelve 
months ago in two companies and are at the same level 
in the eighth and ninth companies. Except for one of 
these companies which does not make a comparison, 
two companies have greater inventory-sales ratios than 
a year ago, while one company equals year-earlier pro- 
portions. Five companies hope to maintain inventories 
at present levels through June, 1957. Two companies 
expect that inventories will trend upward, in one case by 
**59% due to future price increases.”’ On the other hand, 
two firms anticipate “a slight downward trend.” 

Five companies predict profits before taxes for the 
first half of 1957 will be higher than in the corresponding 
half of 1956. Two companies estimate rises of “7%” and 
“9%,” while at two other companies a “10%” increase 
is indicated. The controller of one of these latter two 
companies reports that he is “looking forward to a con- 
tinuing good level of business in 1957, but is not expect- 
ing so great an increase as occurred in 1956.” 

The president of the fifth company expects profits 
before taxes to be “a little better” but cautions: 


“We have to watch the building industry very closely, 
since all of our estimates can be thrown out of gear by the 
conditions in the mortgage market. Business with us will be 
a day-to-day situation next year until the trend of interest 
rates is clearly indicated.” 


In only two companies are first-half 1957 earnings 
expected to dip below last year’s first-half levels. One of 
these companies’ profits may be “‘somewhat lower” than 
a year ago, while the other expects earnings to be “‘about 
5% less based principally on a continuation of the tight 
situation.” An additional two companies foresee little 
change in the profits picture. 


Metal Stamping and Coating [Forecasts for first-half 1957] 


New orders in the next six months are expected to be 
about “10% above” those in the first half of 1956 in one 
of four cooperating metal-stamping and coating com- 
panies, they will fall short “somewhat” in another, stay 
at the “same” volume in a third company, and should be 
“equal to or better” than year-ago levels in the fourth 
firm. The president of this last firm explains that new 
orders “may be substantially improved because of the 
introduction of three new products, but on the other 
hand we may lose ground on some government orders.” 
Only one firm compares new orders in the first half of 


1957 with those of the preceding six months. This firm 
anticipates an increase of “20%.” 

One firm expects dollar billings in the coming half 
year to be “15% ahead” of those in both halves of 1956. 
Another firm writes that it is difficult to compare dollar 
billings over six-month periods because of “the seasonal 
nature of our business.” The third company expects 
dollar billings to follow the trend of new orders and 
therefore be “approximately the same” as those for 
1956, while the fourth firm expects a “somewhat lower 
level because certain jobs which we had during the 1956 
period are now ended and we have not obtained a suffi- 
cient number of new jobs with dollar volume equivalent 
to those lost.” 

Only one firm predicts an increase in the rate of 
production in the first six months of 1957, this being 
“15%” above the output levels in both halves of 1956. 
This firm comments that “our rate of production is in 
line with our billings since we do not produce for stock.” 
Both of the two other firms comparing prospective pro- 
duction in the coming half year with the rate prevailing 
in the first half of 1956 expect production in the next 
six months to be lower. As one of these cooperators 
explains: 


*‘A reduction in the rate of production is in order since 
inventories at present are considerably larger than they 
were a year ago.” 


One of these firms compares first-half 1957 production 
with the second-half 1956 rate and reports that produc- 
tion will decline. 

Current dollar inventories are much higher than year- 
ago levels in three companies which report increases of 
“20%,” “33%,” and “50% as we experienced a shortage 
a year ago in finished goods inventories.” Only one firm 
reports on current dollar inventories as a per cent of 
sales, and that firm reports an increase over year-ago 
ratios. Two firms estimate an upward trend of their 
dollar inventories in the next six months. One of these 
concerns reports that because of a lower dollar volume: 


“Our inventory wil! be somewhat lower than during the 
1956 period. It depends somewhat on the steel situation and 
whether it is necessary to carry larger inventories because 
of a tightening steel supply.” 


Two companies expect profits before taxes to be “10% 
ahead” and “20% over” those of the corresponding 
period of 1956. At a third company they may be “about 
equal,” and in the fourth company “they will be lower 
due to a lower volume and also to the fact it was not 
possible in all cases to cover the increases in steel prices 
and labor costs by price advances.” 


Metalworking Machinery [Forecasts for first-half 1957] 


The outlook for profits is encouraging according to the 
majority of ten producers participating in this survey. 
Four of these firms estimate that new orders will be 
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“greater” and “10% more” (three companies) than in 


the first half of 1956. Three companies expect no change, 
while the remaining three firms estimate incoming 
orders will decrease by “about 10%,” “10% 8to' 15%,” 
and “20% to 25%.” Although none of the six companies 
comparing new orders with second-half 1956 levels fore- 
see any decline taking place, only two companies indi- 
cate increases (of “about 10%’) are in the offing. The 
four remaining companies expect no change in new 
orders from the second-half 1956 rate. 

Six of eight companies comparing dollar billings with 
those in the first six months of 1956 expect them to 
increase by “10%,” “12%” (two companies), “20%,” 
25%" and “30%.” The two remaining companies fore- 
see no change from first-half 1956 billings. Three of 
seven firms expect increases over those in the preceding 
six months, two expect a “10%” rise, and one estimates 
its billings will be “25%” higher. A fourth company 
foresees a decline in its billings from the second-half 
1956 level, and three other companies expect their bill- 
ings to equal that level. 

Four out of seven companies are planning higher 
rates of production than in the first half of 1956. Three 
of these companies indicate increases of “10%,” “16%,” 
and “15% to 20%.” A fifth company intends to cut back 
by “10%,” while two companies expect to keep produc- 
tion at approximately first-half 1956 levels. : 

Five out of eight of the cooperating companies predict 
output in excess of that in the second half of 1956, with 
an increase of as much as “15%” being cited in one case. 
Two companies intend to produce at the same rate, and 
the eighth company expects output to dip “3%.” 

Only one out of nine companies reports that dollar 
inventories are less than a year ago. One company re- 
ports no change in stocks from last year’s level. Seven 
companies report inventories up from 8% to as much as 
108% over year-ago levels. Sales have run ahead of in- 
ventory increases, however, and as a result five com- 
panies reporting on this point state that dollar inven- 
tories as a per cent of sales are lower than they were a 
year ago. For example, in one company where inven- 
tories are approximately 40% higher than a year ago, the 
inventory-sales ratio is about “3%” below a year ago. 

Inventories in the next half-year are expected to trend 
upward in five out of nine companies. Four companies 
are preparing for a reduction, one of them having inven- 
tories down about 7% since the beginning of last year 
and expecting “to continue to reduce them at about the 
same rate.” 

Only one out of nine companies expects profits before 
taxes to be below the corresponding months of last year. 
The general manager of this company is not too worried 
about this indicated decline since “we are comparing the 
first half of 1957 with the best period in our company’s 
history (the first half of 1956).” pase 

On the other hand, eight companies are optimistic 
regarding the profits outlook, foreseeing earnings im- 
proved over the first half of 1956. Some specific increases 
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estimated by four of these firms are “10%,” “10% to 
15%,” “20% to 25%,” and “75% to 100%.”’ Another one 
of these companies expects profits to rise and predicts “a 
material increase over the same period of 1956 based on 
current prices and labor rates. However, if there are 
further increases in steel prices and if prices in general 
do go up they will adversely affect our profits for the 
first half of 1957 inasmuch as our capacity for the first 
six months of the year is largely sold out at current 
prices.” 


Motor Vehicles and Parts [Forecasts for first-half 1957] 


The outlook for business in the next six months is 
favorable say the six producers contributing to this 
survey. Four out of five companies expect to receive a 
greater volume of new orders than they did in the first 
half of 1956, while the fifth company does not foresee 
“any substantial variation” between the two periods. 
Although one out of four companies expects incoming 
orders to equal the level of the preceding six months, the 
remaining three companies expect to be “‘considerably 
ahead due to price increases,” “higher because of the 
poor third quarter in the automotive industry last year” 
and “up 8% to 10%.” 

The trend of dollar billings is reported as similar to 
that of new orders. Five companies anticipate billings 
will be greater than in the same months of 1956, while 
one company foresees no change. Billings are expected 
to be higher than in the second half of 1956 at four of the 
five companies, in one company a “4%” increase being 
cited. The fifth firm foresees no change between the two 
periods. 

Four of five companies expect output to surpass first- 
half 1956 levels, by “9%” and “10%” in two instances. 
The remaining company foresees “no substantial devia- 
tion” between the two periods. Three of four companies 
expect production to exceed second-half 1956 output, 
while the fourth firm expects production to remain 
constant. 

Three of six automotive producers report higher dollar 
inventories than a year ago (up “18%” in one instance), 
one sees them “lower,” another “9% below due to ex- 
tremely high inventories in the first six months of last 
year,” and a third “approximately 11% lower.” All 
three companies comparing their current dollar inven- 
tories as a per cent of sales report increases over last 
year’s ratios. 

Two of five companies are expecting inventories to 
trend “slightly” upward during the next six months. 
One company expects a “declining trend in accordance 
with our usual seasonal patterns,” another plans for a 
“small decrease,”’ and the fifth company indicates that 
they will be “‘approximately the same.” 

Only one firm foresees little change in prospective 
earnings in the coming six months from those in the first 
half of 1956. The remaining five concerns forecast in- 
creases in profits. An executive of one of these companies 
who estimates profits before taxes in the first half of 
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1957 will run “30% to 40%” above the same period in 
1956 says: 


“This tremendous change is brought about by elimination 
of some unprofitable items from our line and a build-up of 
more stable items. These two factors and the increased 
sales volume in 1957 tend to make the current outlook very 
favorable.” 


Nonferrous Metals [Forecasts for first-half 1957] 


A bright business outlook is forecast by nine non- 
ferrous metal companies. Three companies feel that 
their new orders for the first half of 1957 will be ‘‘about 
the same”’ as in the first half of 1956. But the remaining 
six companies expect increases, specifically “5%” in two 
firms and ‘10%’ in one other. Six of seven companies 
gauging changes from the preceding six months’ level 
indicate rises, a “35%” jump being cited in one case. 
The remaining company expects no change in the vol- 
ume of new orders. 

Six of nine companies expect increases in billings over 
those of the first half of 1956 ranging from “slightly 
ahead” to “20% greater,’ one company foresees “about 
the same volume,” another expects volume billed to be 
about the same although “dollar and cents sales may be 
somewhat less because of the recent drop in copper 
prices.” A ninth company also expects dollar billings to 
be “about the same due to lower raw material costs 
which are reflected in our selling prices.” All six com- 
panies comparing first-half 1957 billings with second- 
half 1956 figures predict volume will move higher. One 
company expects a climb of as high as “30%.” 

Five of the eight reporting companies plan higher 
rates of production than prevailed in either half of 1956. 
Two companies indicate production will be down some- 
what from both periods in 1956, while in an eighth com- 
pany it is expected to be “‘about the same as in the first 
half of 1956 and about 30% above the rate of the second 
half of 1956.” 

Inventories are lower than twelve months ago in only 
one out of eight companies where “an uncertain situa- 
tion as to the price of copper caused our customers as 
well as ourselves to dig into inventories on hand instead 
of purchasing our normal requirements.” One firm’s in- 
ventories has remained constant when compared to 
year-ago levels, while six companies report increases of 
ai A “6%,” “3%; “20%,” ““O5%,”” and “50%.” Inven- 
tory-sales ratios are up in three companies, as compared 
with a year ago, and are down slightly in a fourth com- 
pany. The expected trend of inventories among the nine 
companies in the coming six months is varied, with in- 
creases estimated by four companies, decreases by three 
firms, and no change of level indicated at the remaining 
two companies. 

Profits before taxes are expected to run higher than in 
the first half of 1956 in seven companies, varying from a 
“modest improvement” and “slightly improved,” to 
“15% higher.”” Although one company expects profits to 
increase, its president cautions: 


“‘A much more competitive situation is developing in our 
industry and our recent wage increases have not been 


covered by corresponding price increases as has been the . 


case in previous years.” 


The eighth company believes its earnings before taxes 


will be maintained at the first-half 1956 rate. And the | 


treasurer of a ninth company expects profits for the 
first half of 1957 to “compare favorably”’ with the same 
period in 1956, but there may be “a downward trend due 
to competition reducing our selling prices and to the 
upward trend of wages.” 


Office Machinery 


Three office machinery companies cooperating in this 
survey expect new orders to go up “slightly,” “8%” and 
“10%” from the levels of the corresponding half of 1956. 
The two companies comparing prospective new orders 
with the second half of 1956 expect incoming orders to 
be higher. 

Two companies reporting on expected dollar billings 
predict increases from first-half 1956 levels. In one 
instance a “15%”’ rise is cited. 


[Forecasts for first-half 1957] 


Billings are expected to exceed second-half 1956 levels | 


in two companies and will be “‘about 6% below” in the 
third company because “‘it is customary for the last half 
of any year to yield a greater proportion of sales than 
the first half.” 

Two companies plan to increase their rates of produc- 
tion from those in the first half of 1956, while one com- 
pany estimates no change will occur. All three com- 
panies plan a higher rate than prevailed in the second 
half of 1956. 

Three companies report inventories higher than a 
year ago. However, inventory-sales ratios have followed 
divergent paths in the three companies. Sales have kept 
pace with inventories in one of the companies, have 
lagged behind in another firm and have climbed faster 
than inventories in the third. Two respondents expect 
no change in the trend of inventories during the coming 
six months, 

Profits before taxes are expected to “increase approxi- 
mately 17%” and go “slightly up” from last year’s level 
in two companies. The third company makes no esti- 
mates on its profits outlook. 


Refrigeration Equipment [Forecasts for first-half 1957] 


One of three companies reporting on the business out- 


look finds: 


“Prospects are quite promising since we have been mak- 
ing steady progress over the past number of years and 1957 
does not seem to be any different as far as we can see at this 
time.” 


One company does not expect new orders to exceed 
its record bookings in the first half of 1956, but it is 
anticipating ‘“‘about the same volume.” In the second 
and third companies, new orders are expected to “ex- 
ceed” and “run 5% to 6% ahead” of those in the same 
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months of 1956. Two companies see prospective new 
orders as surpassing second-half 1956 levels, one of them 
“normally experiencing a distinctly lower volume of 
business in the second half of the calendar year than in 
the first.” On the other hand, certain products in the 
third company are booked more heavily in the first half 
of each year, and as a result new orders are expected to 
be “15% behind” second half 1956 volume. 

The two companies estimating dollar billings expect 
them to exceed those of the same period in 1956. One of 
these companies anticipates an increase over the level of 
the preceding six months, whereas the other company 
foresees a down swing. 

While one company intends to hold its rate of produc- 
tion at “the same”’ level as in the first half of 1956, two 
firms expect to increase their output, in one case by 
“10%.” All three companies anticipate an increase in the 
production rate over that of the last half of 1956. 

Dollar inventories are higher now than a year ago in 
one company and “about equal” in the other two. Ex- 
pressed as a per cent of sales, they are above a year ago 
in one company, in the same ratio in another, and below 
a year ago in the third company. Inventories in all three 
companies are expected to trend upward during the 
opening half of 1957. 

First-half 1957 profits before taxes are expected to be 
“slightly lower” than those in the first half of 1956 in 
one company, “up slightly” in the second company, and 
“6% to 7% higher’”’ in the third. 


Structural Metal Products 


New orders will be “somewhat better” and “about 
4% higher” than those in the comparable months of 
1956 for two structural metal products companies, and 
“about the same” in three other cooperating firms. 
Stacked against those of the closing half of 1956, new 
orders are expected to show no change in three com- 
panies and be “less, due to normal seasonal influences in 
our business,” in a fourth company. One company 
makes no such comparison. 

Three firms estimate higher dollar billings than were 
made in the first half of 1956, while billings will be at 
about the same volume for two companies. They will be 
the same as in the second half of 1956 in two companies, 
“somewhat more” in one company, and “less” in a 
fourth concern. 

The rate of production in the next six months will 
exceed that of the first and second halves of 1956 ac- 
cording to three companies, remain the same in one 
company, and decline in the fifth firm. 

Current dollar inventories have risen “16%” and 
18%” above year-ago levels in two companies, whereas 
two other companies report having cut their inventories 
by ‘12%.’ At the remaining company the current in- 
ventory level is the same as a year ago. Two of four 
companies find current dollar inventories higher than a 
year ago as a per cent of sales, one firm reports them to 
be lower, and a fourth about “the same.” Inventories 


[Forecasts for first-half 1957] 
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are in an upward trend according to three cooperators, 
and are steady in a fourth company. 

Profits before taxes should show “an improvement” 
from last year’s first-half earnings in three companies, 
and are expected to be “about the same”’ for two firms. 


NONMETAL INDUSTRIES 


Apparel and Related Products [Forecasts for first-half 1957] 


Six cooperating manufacturers of apparel and related 
products as a group expect business in the coming six 
months to trend upward from first-half 1956 levels. 
Three companies estimate new orders in the first half 
of 1957 will be “5%,” “10%,” and “10% to 15%” over 
last year’s first-half rate, while the remaining three firms 
expect new orders to run about the same as those in 
the first half of 1956. 

Two firms expect that new orders in the coming six 
months will be “less seasonally” and ‘5% under’’ the 
orders received in the preceding six months. On the 
other hand, two firms anticipate incoming orders will be 
“10%,” “15 to 18%,” above those of last year’s second 
half. Business is so highly seasonal in the remaining two 
firms that ‘“‘a comparison of the first half of this year 
with the second half of 1956 is of little value.” 

All four manufacturers reporting on dollar billings in 
the next six months expect higher levels than those in 
the same months of 1956. Percentage increases of “‘ap- 
proximately 3% if orders materialize,” “6%,” and 
“12%” are anticipated. One of three firms expects 1957 
first-half dollar billings to be “20%” higher than those in 
the second half of 1956, while two manufacturers report 
that they are certain to show a “considerable decrease 
due to the seasonal nature of our business.” 

Four out of six participating companies expect their 
rates of production in the first half of 1957 will surpass 
the levels in the corresponding period of 1956. The 
president of one of these firms comments that “‘the num- 
ber of units produced will be the same but the dollar 
value will be greater due to a 7% increase in selling 
price.” An additional firm foresees no change in rate 
between the first half of 1957 and the first half of 1956, 
while a sixth manufacturer foresees a “6%’’ drop occur- 
ring between the two periods. The rate of production in 
the coming six months will be higher than in the second 
half of 1957 according to three firms. The only other 
manufacturer reporting on this point plans a “6%” 
reduction in output. 

Four out of five companies commenting on current 
dollar inventories indicate that they are larger than a 
year ago, with one company mentioning a “30%”’ rise. 
The remaining firm says no change in levels has taken 
place in the past twelve months. Two out of four com- 
panies report higher inventories as a per cent of sales 
than those of a year ago, while the other two companies say 
their inventory-sales ratios are about the same as a year 
ago. Two companies plan to maintain their inventories at 
present levels during the next half-year, a third firm ex- 


52 


pects inventories to trend downward, while the fourth 
company is preparing for a seasonal inventory build-up. 
Profits before taxes for the first half of 1957 will 
increase over those in the first half of 1956 for three of 
five responding firms. The vice-president of one points 
out that “during the first half of 1956 we had some 
heavy nonrecurring expenses which adversely affected 
profits during that period. We do not expect similar 
expenses during the first half of 1957, and although our 
sales volume should be approximately the same, we be- 
lieve the profit picture will improve considerably.” Two 
other reporting companies see profits for the first half of 
1957 at about the same as in the first half of 1956. 


Chemicals—Inorganic [Forecasts for first-half 1957] 


Of the seven producers of inorganic chemicals con- 
tributing to this survey, five report on new orders for the 
coming six months. Two expect advanced orders to be 
“about the same,” two “‘somewhat higher than” and 
one “up approximately 6%” from last year’s first-half 
levels. Of the three firms commenting on prospective 
new orders for the first half of the year as compared with 
second-half 1956 levels, two predict they will be “‘ap- 
proximately the same,” and one “greater because new 
orders in the spring season are always heavier than the 
fall season.” 

All six producers reporting on first-half 1957 dollar 
billings expect to exceed the levels of the corresponding 
period of 1956. However, only three firms estimate they 
will be higher in the coming six months than those in 
the second half of 1956. A fourth concern foresees no 
change and three producers make no comment. 

“Our production rate follows that of billings quite 
closely,” reports the secretary-comptroller of one com- 
pany, as is the case in other cooperating companies. Ac- 
cordingly, the six companies reporting on the outlook 
indicate a higher output rate in the first half of 1957 
than in the first half of 1956. The president of one com- 
pany explains production will be up “over 26% because 
of a very low current position in finished goods inven- 
tories.” Three out of the four companies estimate the 
level of production in the forthcoming six months will 
exceed that in the second half of 1956 while one com- 
pany expects production rates to be “about equal.” 

Current dollar inventories are higher than a year ago 
in five companies and at the same level in two other 
firms. But as a per cent of sales, inventories are lower 
than a year previous in two of the five firms, equivalent 
to the ratio of a year ago in two others, and only “1% 
above” last year in the fifth firm. 

Of six companies reporting on the trend of inventories 
in the coming six months, one company expects inven- 
tories to “continue upward, although at a reduced 
rate.” Three companies foresee “no change” from cur- 
rent levels, and two other firms contemplate an inven- 
tory cutback, in one case amounting to “a substantial 
liquidation in the first half of 1957 of about the same 
degree as last year.” 


No clear-cut pattern on year-to-year first-half profit 
comparisons emerges from the replies of six cooperators. 
Two companies look to profits before taxes in the first | 
half to be “slightly up,” and “increased 5%” from the . 
corresponding 1956 period, and a third company expects — 
it to be “ahead of last year’s figures but in proportion to 
sales.” One company foresees “slightly lower” profits, | 
while two producers expect profits to “about equal” 
those of the first half of 1956. 


Chemicals— Organic [Forecasts for first-half 1957] 


Fourteen organic chemical companies are optimistic 
regarding levels of new orders, dollar billings, and pro- 
duction in the next half year. Eight of ten companies 
reporting on expected new orders predict a higher rate 
than in the first half of 1956, with the increases ranging 
from “5%,” to “25%.” The president of a ninth firm 
expects new orders to be “approximately the same as in 
the first half of 1956, which was a period of unusually 
high activity. We are shooting for a 5% increase, but 
will be satisfied with equaling last year’s level.” The 
tenth firm foresees a drop in new orders of “15%.”’ As 
compared with the second half of 1956, six out of eight | 
companies expect orders in the coming six months to 
increase, one is preparing for a decline, and one other 
expects no change in the rate of new orders. 

First-half dollar billings at ten of the fourteen cooper- 
ating companies are expected tobe higher than last year’s 
first-half levels, a “10% rise” being cited by three of the 
companies. One firm reports a “10%” decline, while two 
producers foresee billings at the same level as in the 
first half of 1956. Two of thirteen firms report no change 
expected from the level prevailing in the second half of 
1956. Two other companies expect billings to decline 
“almost 6%” and “15% principally due to the seasonal 
nature of our business.’ Seasonal fluctuations, however, 
will bring an increase in billings in another firm to “over 
35% above the levels of the latter half of 1956.’ The 
treasurer of this firm goes on to say that “when this 
per cent is adjusted for seasonal variance we still expect 
sales to be almost 3% better than the fall of 1956.”? The 
eight remaining companies expect first-half 1957 dollar 
billings to exceed those in the second half of 1956, with 
the increases ranging from 2% to 10%. 

Production forecasts are good, according to twelve 
cooperators. Nine of the companies plan to maintain a 
higher output rate than in the first half of 1956, two 
expect to produce at equal levels, and the twelfth firm 
foresees a “15%” dip. Rates are expected to decline 
from last-half 1956 levels in nine out of twelve com- 
panies, by as much as “10% to 15%” in one instance. 
A tenth cooperator expects production to fall below the 
level of the latter half of 1956 by “2%.” And two firms 
anticipate no change in levels between the two periods. 

Current dollar inventories exceed year-ago levels in 
six out of thirteen companies, with increases of “20%,” 
“25%,” and “40%” being mentioned. On the other hand, 
five firms report contraction of inventories, by “10%” in 
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one instance. Inventories have held steady in two 
companies. 

As a per cent of sales, inventories have dropped off 
from year-ago levels in five out of twelve companies, 
climbed upward in an additional five companies, and 
kept even pace with sales in the remaining two com- 
panies. Inventories will be built up in the next six 
months at six of the twelve reporting companies, will 
decline in two companies, and will stay at current levels 
in four companies. 

Profits are expected to be higher in the corresponding 
- months of 1956 in six of the twelve companies, two of 
which forecast increases of “10%” and “11%.” An exec- 
utive of one of these companies writes that although 
profits will be “‘slightly higher” than in the same period 
of 1956, they “will be limited by initial expenses in 
starting up our new plants.” 

But profits before taxes will be down from first-half 
1956 levels according to three companies, by an esti- 
mated “5% despite increased sales” in one company. 
One of these firms expects lower profits because of 
“various increases in expenses, such as a rise in labor 
costs which currently cannot be passed on to customers 
and which will result in continued attrition to earnings 
in comparison with prior years.’’ Two other companies 
foresee first-half 1957 profits at a level the “same or 
lower” than those in the first half of 1956; a twelfth 
firm’s profits will be ‘“‘the same or higher.” 


Construction Materials [Forecasts for first-half 1957] 


Fifteen companies in this industry generally expect 
improvement in the levels of business. New orders in the 
coming six months are expected to surpass last year’s 
first-half levels in ten firms, with increases ranging from 
2% to 12%. Orders equaling those in the first half of 1956 
are looked for by three other firms, while two companies 
expect orders to decline, “8% to 10%” in one instance. 

New orders are expected to be higher compared with 
second-half levels in four out of eleven firms. Two com- 
panies foresee about the same level in both periods, 
while five firms expect new orders to decline, in one 
instance by as much as “35%.” In this latter company, 
orders in the second half of the year are always “con- 
siderably higher than those of the first half—a not un- 
common ratio of the first half to second half being ap- 
proximately two to three.” In another company that has 
experienced a rapid decline in the rate of incoming 
orders in the last couple of months, a vice-president 
explains it as partly owing to “greatly increased industry- 
wide production and a conviction among our customers 
that they should liquidate their own inventories.” 

A bright outlook for dollar billings in the next six 
months is forecast by most of the fourteen companies 
reporting on this point. Only two companies foresee 
lower dollar billings and only one expects them to stay 
at “approximately the same”’ level as in the first half, 
but the remaining eleven companies anticipate higher 
billings. One executive remarks that billings in his com- 
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pany should closely follow the trend of orders since 
“there is not much lag between the bookings of orders 
and their shipment.” 

First-half 1957 billings are also expected to run ahead 
of those in the second half of 1956 in five out of thirteen 
reporting companies. However, five other companies 
predict declines, while three firms expect their billings to 
equal those of the preceding six months. 

The outlook for production is similar to that of new 
orders and dollar billings, with ten out of fourteen com- 
panies predicting that the dollar value of production in 
the first six months of 1957 will surpass that of the first 
half of 1956. As one vice-president puts it, “production 
will be geared directly to new orders.” Three firms 
expect their first-half 1957 production rate to be “less 
than,” “approximately 7% under,” and “10% below’’ 
that of last year’s first half, while one company expects 
the same level in the two periods. When compared with 
the levels of the preceding six months, production is 
expected to show an increase in the first half of 1957 in 
six of twelve reporting companies, a “10% rise” being 
cited in one case. Four companies anticipate cutbacks, 
two of them estimating declines of “5%”; the remaining 
two firms foresee no change. 

Current dollar inventories have mounted greatly from 
year-ago levels in twelve companies, specific increases 
being reported of “5%,” “10%,” “10% to 15%,” “15%,” 
“92%,” “30% (two companies), “40%,” and “50%” 
(two companies). Inventories at two other companies 
are “‘slightly less” and “lower’’ than twelve months ago. 

Sales have not kept pace with the rise in inventories 
and as a result inventory-sales ratios are higher this year 
than last year in eleven out of thirteen companies. Only 
two companies report decreases from year-ago ratios. 
Inventories in the next six months are expected to stay 
at current levels in two firms, trend downward in one 
company, and increase in eight others, the latter reflect- 
ing in part seasonal influences. 

Eleven firms estimate profit rises over the first half of 
1957, one as much as “40%” before taxes. In one of 
these companies the improvement will be “the result of 
some effective cost reduction work.” Another cooperator 
expects profits to be “somewhat ahead because during 
the first half of 1956 we were starting operations in a 
new manufacturing plant and developing a new source 
of raw materials. Both these projects took considerable 
expense. While we will have high labor costs in 1957, we 
will also receive higher prices; and with our operations 
stabilized on a routine basis, we are hopeful for some- 
what better profits before taxes.” 

Two other producers expect pretax profits in the next 
six months to decline from the levels of the first half of 
last year. The two remaining companies foresee “about 
the same” level prevailing in both periods. 


Food, Beverages, Kindred Products [Forecasts for first-half 1957] 


Seven of ten companies comprising this group report 
on the outlook for new orders in the next six months as 


54 


compared with the first half of 1956. Prospects are good, 
say five companies, specific increases expected of “5%,” 
“50% to 10% because market conditions seem relatively 
stable,” and “10%.’”’ Two expect no change. 

Compared with the latter half of 1956, the new 
orders outlook is not so bright. Four out of seven com- 
panies predict orders will fall below second-half 1956 
levels. In one of these firms, they will be “seasonally 
lower” and in another they will be “5% to 10% under.” 
Three companies look for new orders to exceed last-half 
1956 orders, in one case by ““70%.” 

The outlook for dollar billings in the next half year 
runs parallel to that for new orders. One out of eight 
companies expects billings to be “slightly more”’ than in 
the first half of 1956, “with perhaps a slight additional 
increase as the price of our raw materials rises.”’ Another 
estimates a “3% increase.”’ Three others will run “about 
10% higher,”’ and a sixth company expects a rise of “5% 
to 10%.” Two companies foresee the same levels. 

In relation to second-half 1956 business, three of 
eight reporting companies anticipate higher billings, by 
about “10%,” in two instances, and five companies 
predict lower billings. 

One company expects production to “drop 15%” be- 
low the rate of the first half of 1956. Four of the other 
eight companies reporting on production foresee iden- 
tical levels prevailing in both periods. An increase in the 
rate of output is anticipated by the remaining four 
firms. A rise of 10% estimated by one company reflects 
“anticipated increase in sales volume, price and inven- 
tory accumulation.” Compared with second-half 1956 
records, production rates are expected to increase in two 
out of seven firms, decline in four other companies, and 
remain the same at the seventh. 

Current dollar inventories are “about 10% more 
than,” “‘about 35% over,” and “36% higher than”’ year- 
earlier stocks in three companies. They are unchanged in 
two companies, and are lower in the other three firms re- 
porting on this point, “by approximately 25%” in onecase. 

In seven firms comparing current inventories as a per 
cent of sales with year-earlier ratios, three companies 
report increases, two declines, and two no change. 

Four out of eight companies expect to maintain their 
inventories at present levels during the next six months. 
Two other companies intend to cut back stocks and two 
companies propose to build them up. 

Three of the seven companies making profit forecasts 
see a rise over first-half 1956 profits, in one case of “12% 
to 15%,” two foresee no change, and two expect lower 
profits. One of the latter two writes that “although vol- 
ume is expected to be greater, rising commodity prices 
are expected to reduce unit profits because selling prices 
traditionally lag behind the raw material market.” 


Furniture and Fixtures [Forecasts for first-half 1957] 


Two of four cooperating producers predict that both 


new orders and dollar billings in the coming six months 
will increase “10%” over those in the first half of 1956. 


The third respondent expects orders and billings to be 
“3307” over first-half 1956 figures, and the fourth firm 
expects the same level to prevail. A fifth cooperator does 
not report on these points. Two of the four companies 
expect orders and billings to be higher than in the second 
half of 1956, one expects them to be lower, and one 
expects no change. 

The outlook for production is similar to that outlined 
for new orders and dollar billings. Two firms indicate a 
higher rate than in the first half of 1956, two a lower 
rate, and one estimates no change. When compared with 
second-half 1956 rates, production will be “5%” and 
“10%” higher at two firms, “the same” in another, and 
“slightly” and “somewhat lower” in the fourth and 
fifth companies. 

Current dollar inventories as well as inventory-sales 
ratios are unchanged from the levels of a year ago in 
four companies. All four intend to reduce this ratio dur- 
ing the first half of 1957. In a fifth company, inventories 
which are “10%” below last year’s level are higher as a 
per cent of sales. This company expects to build up 
inventories about “33%” during the first half of 1957. 

Better profits than in the corresponding period of 
1956 are foreseen by three companies, one of which esti- 
mates an increase of “25%.” Two companies forecast 
declines in the levels of profits. One of these firms indi- 
cates a drop of “10%” will occur while another is con- 
cerned whether it will be able to maintain profit margins 
since “another period of price rises in raw materials is 
forthcoming which we probably will be unable to offset 
either through additional economies in production or 
increased sales.” 


Lumber and Products [Forecasts for first-half 1957] 


Prospects are favorable at three of the four companies 
reporting on new orders. New orders in these companies 
are expected to be “5% to 10%,” “10%,” and “20%” 
higher than those in the same period in 1956. The only 
other firm reporting anticipates a decrease between the 
two periods. The three firms reporting expect new 
orders to exceed second-half 1956 orders, increases of 
“12%” and “30%” being specifically mentioned. 

Likewise, two respondents anticipate dollar billings 
“10%” and “20%” higher than those of the first half of 
1956. This is countered by one firm expecting a decline 
and two other producers who expect to maintain the 
same level. Three companies expect billings to show 
increases of “5% “12%” and “20%” over second-half 
1956 levels, and two to show declines, in one case “due 
to the seasonal nature of the retail lumber business.” 

Only one company expects to reduce production be- 
low the first-half 1956 rate. This eooperator also expects 
output to be “down” from second-half 1956 levels. 
Three firms plan for a higher rate than in the first half 
of 1956, with increases of “5%,” “15%” and “20%.” 
These three companies expect to increase rates “10%,” 
“15%” and “20%” over second-half levels. A fifth firm 
offers no comment on the production outlook. 
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' In comparison with year-ago levels, current dollar 
inventories are “up” and “36% higher” in two com- 
panies, “lower” and “off 17%” in two others, and ‘“‘the 
same”’ in the fifth firm. In three instances, current dollar 
inventories are higher than a year ago as a per cent of 
sales. A fourth company reports a sharp dip in its 
inventory-sales ratio from a year ago. Two producers 
predict inventories will trend upward during the first 
half of 1956, a third plans no change in level, and two 
companies expect inventories to decrease, in one case by 
“about 15% below the present level.” The president of 
‘this latter firm states that his company “has been 
engaged in a program of inventory reduction for the past 
six months and expects this trend to continue through 
the first half of 1957.” 

Earnings are seen as outrunning first-half 1956 figures 
in three companies. One of these companies anticipates 
an increase in pretax profits of “5%” and another firm 
one of “20%.” The fourth and fifth companies feel 
profits may be “less” than those of the corresponding 
1956 half. 


Paper and Allied Products [Forecasts for first-half 1957] 


Expressing the view of most of the eight cooperating 
producers, the president of one company comments that 
“the business outlook for the first half of the coming 
year seems to be good at this point.”’ New orders are 
expected to exceed those in the first half of 1956 in five 
companies, with one mentioning an increase of as much 
as “40%.” Only one company anticipates a decline—one 
of “almost 10%.” The seventh and eighth companies 
expect orders to equal those received in the first half of 
1956. First-half 1957 orders will also be greater than 
those of the second half of 1956, according to five co- 
operators. Two specify increases of “10%” and “31%,” 
a third company sees “approximately the same” level of 
orders, and a fourth expects “a slightly less or equal” 
volume. 

Dollar billings are expected to be higher in most com- 
panies than in both the first and second halves of 1956. 
Six out of seven firms foresee increases in dollar billings 
over the first half of 1956, their estimates ranging from 
“slightly” to “40% to 50%” higher. The remaining com- 
pany foresees “no appreciable change” between the two 
periods. As compared with the second half of 1956, five 
of the seven companies reporting expect billings to be 
higher, one producer expects to handle about the same 
volume, and a seventh company does not think that 
billings will be “quite so good.” 

The dollar value of production is expected to surpass 
the rate in the same period of 1956 in six companies, the 
increases mentioned ranging from “38%” to “40%.” In 
the remaining two firms, rates of output are expected to 
be the same as in the first half of 1956. Five out of seven 
companies predict a boost in first-half 1957 output over 
second-half 1956 levels, whereas a sixth respondent 
plans a “slight” cutback in production and a seventh 
states that “production will not change significantly.” 
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Current dollar inventories have “expanded somewhat” 
from year-ago levels in one company and increased by 
“5%,” “12%,” “15%,” and “30%,” in four other com- 
panies. One company reports an inventory decline, and 
two cooperators indicate no change has taken place 
since last year. 

In only three companies have inventories as a per cent 
of sales risen over year-ago ratios. Two of four other 
companies indicate reductions have taken place during 
this period, while the remaining two firms indicate no 
change in the ratio. 

Four companies expect their inventories to remain the 
same during the next six months. The president of one 
of these companies regards “‘any variation in our inven- 
tory so minor as to be negligible.” Three companies 
plan to add “slightly” to their inventories during the 
next half year, and one firm expects to reduce the size 
of its stock. The president of this latter firm says that 
“the decrease will reflect less receipt of raw materials 
rather than greater sales.” 

Only one company predicts profits before taxes in the 
next half-year will be lower than in the first half of 1956, 
one company forecasts pretax profits at “approximately 
the same level,” and five companies expect increases of 
“7%,” “10%,” “10% to 15%” and “100% due to ex- 
cessive expense figures in the first half of 1956” being 
reported. The eighth company does not offer any com- 
ment on the profits outlook. 


Petroleum Refining [Forecasts for first-half 1957] 


Six petroleum refining companies as a group are con- 
fident that their business will improve moderately in the 
next six months. Four companies reporting on dollar 
billings expect them to exceed those of the first half of 
1956. In one of these companies, the increase is expected 
to be “substantially higher,” in another “slightly 
higher,” and in the third and fourth companies up “2% 
to 3%” and ‘5% respectively from the levels of the 
first half of 1956. Billings will “exceed” and be “slightly 
more than”’ those of the preceding six months in two out 
of four companies and are estimated higher by “14%” 
and “2%” in the remaining two firms. 

The rate of production will be higher than in the 
corresponding months of 1956, according to three co- 
operating companies, unchanged at one company, and 
down slightly in the remaining two. However, compared 
with the second half of 1956, two companies expect 
production to show no change, while the remaining four 
anticipate an increase in output. 

Current dollar inventories are higher than a year ago 
in all six cooperating companies, the specific increases 
reported being “3%,” “10%,” and “15%.”’ Inventories 
as a per cent of sales exceed last year’s ratios in four 
companies and are at the same level in the only other 
company reporting on this point. Two out of five com- 
panies intend to keep inventories at current levels, one 
company plans an increase of “approximately 1%,” and 
the remaining two firms see inventories in a “downward 
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trend,” in one case due in part to “‘seasonal depletion in 
stocks of heating oils.” 

Only one out of five petroleum producers expects 
profits before taxes to be lower than in the first half of 
1956, the president of this firm feeling that any returns 
“that might be expected from a nominal increase in 
demand will likely be offset by increased costs.” Two 
firms see profits the same as in the first half of 1956. The 
two remaining respondents forecast increases in earn- 
ings, one “a moderate” and the other a “12% to 15%” 
rise over the first half of last year. 


Textile Mill Products 


Seven producers indicate that business prospects in 
the next six months look promising. Five out of six 
firms expect incoming orders to be greater than in the 
first six months of 1956, increases of “5% being men- 
tioned by three of these firms. The sixth company esti- 
mates orders will be ‘about the same”’ as a year earlier. 
Only one producer foresees new orders dropping off— 
“between 25% to 30%—from the second-half 1956 
level, while the other three companies reporting on this 
point expect a pick-up in the new orders rate. 

Dollar billings in the next six months are expected to 
follow a pattern similar to that for new orders. Four out 
of six companies expect first-half 1957 dollar billings to 
exceed the levels of the first six months of 1956, a “5%” 
and “10%” rise being cited in two cases. The two re- 
maining companies expect dollar billings in the next 
half-year to duplicate the 1956 first-half levels. The 
three companies comparing dollar billings with those of 
the preceding half-year all expect to show an improve- 
ment in billings, with increases of “6%” and “12%” 
being mentioned. 

Four companies estimate that the dollar value of 
production will be “in excess,” “higher,” and ‘5% 
increased” (two companies) when compared to first-half 
1956 levels. Only one firm shows a decline in output of 
“5 to 10%,” while the sixth and seventh companies 
expect “the same”’ rate of production to prevail. In rela- 
tion to the second half of 1956, four out of six companies 
expect production to mount during the next six months. 
One firm estimates the rate of production to be ‘“‘about 
the same” as the second half of 1956, while the sixth 
concern sees a decline of “10% to 20%.” 

Three respondents report dollar inventories at higher 
levels than a year ago, while in the remaining three 
companies the levels are unchanged. Expressed as a per 
cent of sales, inventories are higher than a year ago in 
two companies, and the same in the other two firms 
reporting on this point. A build-up of inventories during 
the next half-year is expected in only one company, 
whereas three firms foresee a decline in inventory levels 
of “5%” (two companies) and “5 to 10%.” The only 
other company reporting on the trend of inventories 
expects them to be “‘about the same” as current levels. 

Profits before taxes for the first half of 1957 are ex- 
pected to be above the levels of the corresponding 
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months of 1956 in five out of six companies. These 
increases are estimated as “about 10%” in two com- 
panies, and in another “a little better because last year 
we experienced a reduction in profits caused by a de- 
cline in automotive sales.” A sixth company foresees 
little change in earnings.—J. C. A. and G. C. T. 


State Taxes 


(Continued from page 38) 


than 15%. A similar though less marked divergence 
occurred in 1947, 1952, and 1954. 

Entirely apart from reservations necessarily imposed 
by the imperfect coincidence of the two concepts of in- 
come and taxes, there are other factors which should be 
kept in mind. Income data are for calendar years and 
tax data for fiscal years. In periods of marked turns in 
the business cycle, a comparison of two overlapping but 
not coinciding time periods may be misleading. It does 
not seem probable, however, that reservations such as 
these can entirely negate the indicated divergence of the 
trends of state business taxes and income. Even if allow- 
ances could be made for the imperfections in the data, it 
appears unlikely that they would be of a magnitude 
sufficient, for example, to transform the decline in in- 
comes in certain years to an increase of the same 
magnitude as was reported in that period for taxes, or 
vice versa. 

The preponderance of nonincome taxes in this concept 
of business taxes (70% in 1956) also obviously ensures 
that its total will not be so sensitive to changes in in- 
come as, for example, is the federal corporate income 
tax. The selective sales taxes are imposed upon rela- 
tively stable lines of business activity. Liability for 
license taxes—25% of the business tax total in 1956—is, 
of course, incurred by virtue of doing business and with- 
out regard to profitability; and severance taxes are simi- 
larly paid without direct relationship to current profit or 
loss positions. 


GERALD J. BoyLe 
Division of Business Economics 


Business Bookshelf 


Industrial Engineering Handbook—Primarily a reference 


book for the practicing industrial engineer, this handbook 
is also designed to be helpful to other management men 
whose activities are related to, or affected by, his work. The 
major areas discussed include the industrial engineering 
function, methods, work measurement, time standards, 
wage payment, control procedures, plant facilities and 
design, and other aspects of industrial engineering. Edited 
by H. B. Maynard. McGraw-Hill Book Company, New York, 
1956. $17.50. 
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SELECTED BUSINESS INDICATORS 


Series Unit 

Industrial production 
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Nondurabies mfg.: Sales and inventories 
PR VEItOTied arity tee eet te ete ocala eee ald ayeleler eo o aie stl Million dollars S 
SF eH olor uD ae RAIOUE ices Po eras REC On ORR CRT ROT ea Million dollars Si 


1957 57 


Thousand persons S 


Billion dollars S A 


Million dollars S A 
Million dollars S A 
Million dollars S A 


1956 1955 
Novemberp| October | September | November 
147 r 146 145 143 
166 r 164 164 161 
131 130 129 130 
115.9 RAS VO 11555 eZ 
124.2 123.6 123.1 119.4 
87.9 88.4 90.1 84.1 
103.2 102.7 102.4 100.7 
103.6 103.4 103.3 102.0 
100.5 100.8 100.3 98.0 
234 234 236 224 
289 287 287 279 
81 82 82 80 
70,560 70,905 70,896 70,164 
67,732 68,082 68,069 67,206 
65,269 66,174 66,071 64,807 
59,076 59,000 58,683 57,887 
2,463 1,909 1,998 2,398 
51,886 751,869 751,676 50,745 
34,866 734,842 734,812 33,804 
17,020 717,027 716,864 16,941 
7,746 r 7,720 TU ShL 7,781 
5,484 r 5,536 r 5,509 5,598 
40.6 r 40.7 40.7 152 
41.5 r 41.5 41.4 41.8 
39.3 r 8 ae fh ae} 40.3 
2.03 2.02 2.00 1.93 
2.16 2els TD A 2.05 
1.85 1.83 1.82 1.74 
82.42 r 82.21 81.40 79.52 
89.64 r 89.23 r 88.60 85.69 
REL 7 72.83 r72.44 70.12 
333.6 r 332.5 329.5 314.5 
238.1 7 2371 ot 235.8 224.4 
101.5 7101.4 99.6 95.4 
3,461 3,370 3,160 3,355 
3,161 3,183 3,087 2,961 
31,024 30,811 30,707 28,269 
44,580 43,932 44,316 43,212 
30,432 30,444 31,044 30,612 
14,688 14,724 15,324 16,140 
n.a 87,100 786,500 80,9005 
na 54,900 753,900 52,5006 
n.a 50,737 750,106 45,3566 
nN. 28,235 727,624 26,6376 
n.a. 23,330 23,430 23,2906 
n.a 16,050 716,018 15,7776 
n.a 10,020 10,260 10,720b 
n.d 5,490 r 5,356 5,764b 
n.a. 1.83 1.92 1.86b 
n.a 13,310 13,170 12,570b 
n.a 10,560 10,662 10,0136 
n.a 1.26 1.24 1.26b 
n.a 29,314 728,708 25,6596 
n.a 14,193 713,692 13,261b 
n.a 2.07 r 2.10 1.936 
n.a 21,423 721,398 19,697b 
n.a 14,042 713,932 13,376b 
n.a 1.53 r 1.54 1.476 


SELECTED BUSINESS INDICATORS (Continued) 


i ok Series 
Merchandise exports and imports 
Exports® 
Imports 
Export surplus incl. grant-aid shipments 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
Cumulative receipts 
Cumulative expenditures 
For quarterly data see below 


49 


51 


Money supply and turnover 
Privately held money supply’ 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Investments? 
Loans? 
Excess reserves? 
Borrowings? !° 
Commercial, industrial and farm loans! 


Duffusion index 
Industrial production 
Diffusion index 
Diffusion index, cumulative 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


53 


Chartbook ’ Series 


Gross national product 
pLiotaliccs Srecneesc deters cies ee ete enel ras tio leus ae eehene ss sucdaye 
Finalidemands iri. deare rare wnrecsnternrian srereeiemien 


Components of gross national product 
Personal consumption expenditures............... 
Change from previous quarter: 3)... 4.6.50 «cme ce 
Government purchases of goods and services....... 
Change from previous quarter................. 
Gross private domestic investment............... 
Change from previous quarter................. 


— SS ess ee SS hee 


Disposition of personal income 
Motalspersofallincome? seiecbicrs aja 1s ays os at eis vctaiene 
Disposable personal incomes... <..+ a6 46s eon aes 
Personal consumption expenditures............... 
‘Personalsa ving eer. seers oe aes Ode ee cowie oe Salam 


Corporate profits 
Profits DelOre taxes ine «esse tarsuec. 5 ecoveie ciel tusuouseetereterencials 
Profits"aiter taxed re. eas apiece na. aeeate teens 


33 


Piel eee syesbls (eharre)e) tis) se 6 vie 4) eels ve es = s) =o ibs) 5] 6 Bie) ere isyh 


Dividend ‘payments sis cr sissy ysiceswclle eels thom el srode een 


Retained! earnings caver oo kuicscoukta viene ernhenie oae 


Business expenditures for plant and equipment 
PPOtaly b.2 sieeve, badlousi 2) guard: sreaianere Ocahbe brote teh cautoals ale acne 
Manufacturing industries aise einer cee meee annie 


Nonmantfactiiting industries. ..........<+.s..oeee 
ee a ie eSB i oe ES NS» OD DOI OO IOS OS 


Federal budget receipts and expenditures 
Recelotsor Saensacaes chore eee eae re ee 
Expenditures arose se oe ee oi ence Sea ee 
Cumulative surplus or deficit; 3 7......5.+.0.0) enue 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrerence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet. 

_ 1 Includes interest, taxes and wages. 2 Prices received divided by prices paid. 3 Be- 
ginning May 1956, data based on $30-area sample. 4 Excludes personal contributions 
to social security, included in components, ° Includes wages and salaries and “other 
labor income.” § Includes grant-aid shipments, 7 Demand and time deposits adjusted 
to exclude U. S. Government and interbank deposits; and currency outside banks. 
8 Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los Angeles and 
New York. * All member banks. ° From Federal Reserve Banks. 1 Weekly reporting 


A 
A 
A 
A 
Billion dollars S A 
A 
A 
A 


Billion dollars S 


1955 


1956 


Unit 


Novemberp| October | September November 


1,396b 
1,011b 
3856 


1,656 
1,120 r 


y 1,519 
993 


n.d. 
n.d. 
n.d. 
n.d. 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 65,559 


Million dollars 


Billion dollars 
Billion eras *S 


ipo 


Million doliars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


1947-49 =100 S 
1 
its 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fl. sp. S 
Million dollars S 
Hours S$ 

1947-49 = 100 
1926=100 

Number S 

Number S 


Quarter 


Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


RR Uh 00 
AxytwNwON 


Billion dollars S 
Billion dollars S 
Billion dollars S 


A 
A 
A 
Billion dollars S A 


PONS 
RrI%..%© 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Wwnoo 
mNATWO 


a a, eee 


r 35.87a 
r15.78a 
r 20.09a 


Billion dollars S 
Billion dollars S 


Million dollars 
Million dollars 
Million dollars 


14,656 
16,362 
—1,705 


20,708 
17,637 
1,754 


member banks. 1? Gross national sesh less change in business inventories. 1 For 


scal year beginning July 1. S-seasonally adjusted. A-annual rate. a-anticipated, 
For the IV Quarter of 1956, anticipated outla 2 a 
16.41; and Nonmanufacturing, 20.92. For the I Quarter of 1957, anticipated outlays 
are: Total, 37.96; Manufacturing, 16.46; and Nonmanufacturing, 21.50. b-October, 
1955 for monthly data, p-preliminary. r-revised. * End-of-month inventory, divided 
by sales during the month, f+ Debits (annual rate) divided by deposits. t} Diffusion 
index stated as the average duration in months of expansion or contraction. n.a.-Not 
available, “ Chartbook of Current Business Trends, (Second Edition), Tue ConrEr- 
ENCE Boarp, 1956. Copies available to Board Associates on request. 


8 are: Total, 37.33; Manufacturing, 
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A 

ounting 

‘Flow of Funds’ View of the Economy,” 
May 195 


vertising 

Advertising in the Business Scene,” June 251 

ales and Advertising Expenses for 1955 and 
1956, Apr 174 


iculture 

The Farm Problem: Sifting the Facts,” Apr 
158 

Highlights of Agricultural Act,” July 279 


mobile Industry 

an 4, July 314, Sept 378 

Autos and Homebuilding,” Nov 470 

How Big Is the Auto Market?” Jan 7 
Inventories, Autos and Housing,” Mar 94 


A 


B 
ik Debits 
ee Selected Business Indicators 


ks 

anks and Bank Holding Companies in 1955, 
Ranked by Size of Assets, Aug 358 

futual Savings Banks in 1955, Ranked by 
Size of Assets, Aug 359 


rd, James 
Copper,” Mar 126 


iget, Federal 
The Fiscal Outlook: Nondeflationary Federal 
Surpluses?” Feb 59 


iget, Workers’ 
Workers’ Budgets in Wage Negotiations,” 
July 284 


iness Bookshelf 

an 6, 12; Feb 53, 82; Mar 97, 111, 140; Apr 
155, 178; May 229; June 245, 253, 263; July 
278, 282; Aug 355, 364, 369; Sept 397; Oct 
434; Nov 479, 498, 524; Dec 529, 559 


iness Conditions 

A Reassuring View of Business in ’56,” July 
304 

Check-Up on Trends,” Dec 526 

Consumers in the Fall,”’ July 274 

First Look at Next Year,” Sept 378 

Great Expectations—,” Apr 142 
Inventories, Autos and Housing,” Mar 94 
New Year With a Difference,” Jan 2 
1956—and the Boom Rolls On,” Jan 32 
Patterns for 1956,” Feb 50 

The Poststrike Outlook,” Aug 334 
Third-Quarter Pivot,” June 238 

The Tilted Price Level,” Oct 444 

Two Views of the Business Trend,” May 191 
se also Selected Business Indicators 


iness Expenditures for Plant and Equipment 
ze Capital Appropriations 
2¢ also Selected Business Indicators 


UARY, 1957 


Business Forecasts 
Jan 17, Feb 92, Mar 107, May 194, June 250, 
July 303, Aug 338, Sept 381, Oct 443, Nov 
473, Dec 531 


Business Indicators 
See Selected Business Indicators; Selected 
Business Indicators in Canada 


Business Mortality 
“Business Births and Deaths” (Chart Feature), 
May 211 


C 
Canada 
“Another 10% Year for Canada?” Oct 452 
“Forward Thrust in Canadian Economy,” Jan 


20 
“Monetary Restraint in Canada,” May 200 
“Slowdown in Canada’s Business Expansion,” 
Apr 146 


Canadian Economic Indicators 
Jan 28, Apr 146, Oct 453, Nov 516 


Capital 
“Capital Invested Per Production Worker,” 
Nov 478 


Capital Appropriations 
“A New Survey of Capital Appropriations,” 
Oct 418 
“‘Capital Appropriations: A Change in Course?” 
Dec 550 


Capital Expenditures 
“<“Tight Money’ Squeezes Expansion,” Dec 


540 
See also Selected Business Indicators 


Conferences 
“National Resources Conferences,” Oct 451 


Construction 
“The Building Boom and Mortgage Money,” 
Aug 340 
See also Selected Business Indicators 


Consumer Expenditures 
“Prices and Use of Power in the Home,” June 
242 
“Two-Decade Changes in Family Spending,” 
Oct 448 
See also Selected Business Indicators 


Consumer Price Index (Cities over 50,000) 
Jan 16, Feb 65, Mar 99, Apr 154, May 210, 
June 244, July 283, Aug 348, Sept 390, Oct 
450, Nov 492, Dec 533 


Consumer Prices : ; 

“Change in Consumer Buying Habits,” Mar 
98 

“Consumer Prices Higher Over Holidays,” 
Feb 64 

“Looking Inside the Consumer Dollar,” Jan 14 

“Price Variants in Goods and Services,” Aug 
347 

“Prices and Price Indexes,” July 280 


59 


“Taxes and the Consumer Price Index,” Apr 
153 

See also Consumer Prices and Consumer Ex- 
penditures 

“Trend Change in Consumer Prices?” Sept 388 

“Two Speeds to the Price March,” May 208 

See also Selected Business Indicators 


Corporate Profits 
See Selected Business Indicators 


Corporations 
“Manufacturing Profits in 1955,” Feb 68 
“200 Largest Financial Corporations, 1955,” 
Aug 356 
“200 Largest Trade Corporations in 1954,” 
Mar 102 
See also Selected Business Indicators 


Corporations, Directors of 
“Corporate Directors’ Pay Up Moderately,” 
July 288 
“Executives Report on Experience With Cu- 
mulative Voting,’ Mar 108 


Credit 
“Tight Money’ Squeezes Expansion,”’ Dec 
5 


40 
See also Selected Business Indicators 


D 
Defense 
“Defense Trend,” Sept 382 
Diffusion Index 


Feb 52, Apr 142, June 239, Aug 335, Sept 411, 
Oct 447, 463, Nov 519, Dec 549 
See also Selected Business Indicators _ 


Directors 
See Corporations, Directors of 


Dollar, Purchasing Value of 
See Consumer Price Index 


Durable Goods 
See Selected Business Indicators 


E 
Earnings 
See Selected Business Indicators 
Economic Notes 
Mar 101, 106, 107; May 236; Aug 345; Sept 
385; Nov 515 


Economics 
“Psychology and Economics,” Dec 530 


Electricity 
“Prices and Use of Power in the Home,” 
June 242 


Employment 
See Selected Business Indicators 


F 
Farm Prices 
“Agricultural Prices in 1956,” Sept 386 
See also Selected Business Indicators 


Farms 
“The Farm Problem: Sifting the Facts,” Apr 
158 


Federal Budget Receipts and Expenditures 
See Selected Business Indicators 


Federal Reserve 
See Financial Notes and Footnotes 


Financial Notes and Footnotes 
Jan 13, Feb 71, Mar 100 
Firms 
“Business Births and Deaths” (Chart Fea- 
ture), May 211 


Flow of Funds 
See Accounting 


Foreign Investments __ 
See Investments, Foreign 


Foreign Trade 
“U.K. Financial Crisis Chronic or Curable?” 
May 214 
See also Selected Business Indicators 
G 
Gas 
“Prices and Use of Power in the Home,” June 
242 
Great Britain 
“U.K. Financial Crisis Chronic or Curable?” 
May 214 


Gross National Product 
See Selected Business Indicators 


H 
Highways 
“New Highway Program,” Dec 537 


Hours 
“Work Time Needed To Buy Consumer 
Items,” Dec 532 
See also Selected Business Indicators 


Housing 
“Autos and Homebuilding,” Nov 470 
“Housing Costs From 1914 to Now,” Nov 490 
“Inventories, Autos and Housing,” Mar 94 


I 
Incentives 
“Fast Write-Offs Spur Defense Expansion,” 
Feb 74 


Income 
“Two Close Looks at Consumer Income,” 
Nov 480 
See also Selected Business Indicators 


Income Tax 
“What Federal Income Tax Reduction Plans 
Would Mean” (Chart Feature), Apr 164 


Industrial Production 
See Selected Business Indicators 


Instalment Credit 
See Selected Business Indicators 


Insurance : 
Insurance Companies in 1955, Ranked by Size 
of Assets, Aug 359 
“Insurance For Traveling Employees,’ Nov 
499 


Insurance, Health ; 
“Tllness Insurance Costs on Rise,” May 224 


Inventories 
“Inventories, Autos and Housing,” Mar 94 
“The Trend of Inventories,” June 254 
See also Selected Business Indicators 


Investments, Foreign 
“The Pattern of Progress Abroad,” Sept 392 


J 
Jacobsson, Per , 
“Western World Economic Situation,” Sept 
405 


M 
Manufacturing 
“Manufacturing Profits in 1955,” Feb 68 
See also Selected Business Indicators 


Mergers and Property Transfers 
Feb 83, Mar 129, Apr 179, May 232, June 266, 
July 326, Aug 372, Sept 412, Oct 464, Nov 
520, Dec 564 (note) 


Metals 
“The Metals Outlook,” Mar 120 


Meyer, Jr., Eugene 
“Psychology and Economics,” Dec 530 


Money 
“Money Supply Behavior: Culprit or Custo- 
dian?” Sept 398 
See also Financial Notes and Footnotes; Se- 
lected Business Indicators 


Nondurable Goods 

See Selected Business Indicators 

P 

Planning 

“Long-Range Planning Pays Off,” Oct 435 
Population 

“Census Projections: Some Areas of Doubt,” 

Aug 365 

“How Many in Country in 1975?” Aug 361 

Prices 


“New Sidelights on Recent Price Trends” 
(Chart Feature), Apr 156 


Prioleau, Horry F. 
“The Pattern of Progress Abroad,” Sept 392 


Productivity 
“Productivity Trends,” Feb 54 
“Productivity Trends: II. Portents for the 
Future,” Apr 148 
“Productivity Trends: III. What the Averages 
Conceal,” June 246 


Psychology 
“Psychology and Economics,” Dec 5380 


60 


Public Welfare 
“Growing Cost of Public Welfare,” Nov 494 


Purchasing . : 
“A Drift Toward Decentralized Purchasin; 


June 257 


R 
Research 
“Economic Research Aids Company Ple 
ning,” Dec 560 


Retail Trade 
See Selected Business Indicators 


Ss 
Sales 
“Profits in Danger Despite Booming Sales 
Apr 168 


Sandmaier, Philip J. 
“Steel,” Mar 122 


Savings 
See Selected Business Indicators 
Selected Business Indicators 
Jan 18, Feb 72, Mar 112, Apr 166, May 2 
June 264, July 324, Aug 370, Sept 410, C 
462, Nov 518, Dec 548 


Selected Business Indicators in Canada 
Noy 516 


Sensitive Business Indicators 
See Selected Business Indicators 


Social Security 
“Growing Cost of Public Welfare,” Nov 494 


Strauss, Simon D. 
“Lead and Zinc,” Mar 124 


Survey of Business Opinion (Practices) 
Jan 32, Feb 74, Mar 108, Apr 168, June 26 
July 288, 304, Aug 350, Oct 485, Novy 4¢ 
Dec 540, 560 


T 
Taxation 
“Fast Write-Offs Spur Defense Expansion 
Feb 74 


Travel 
“Insurance for Traveling Employees,” Ni 
499 
“Travel Restrictions for Key Personnel,” A 
350 


U 
Unemployment 
See Selected Business Indicators 


Ww 
Wages 
“Minimum Wages on the March,” Mar 114 
See also Selected Business Indicators 


Wilmot, D. 
“Aluminum,” Mar 120 


Women 
“‘Women in the Work Force,” Nov 475 


BUSINESS RECOF 


Studies in Personnel Policy 


- 155—Unionization Among American Engineers 

. 154—Company Payment of Employees' Moving Expenses 
- 153—Improving Staff and Line Relationships 

. 152—Employment of the College Graduate 

. 151—Tuition Aid Plans for Employees 

. 150—Handbook of Union Government, Structure and Procedures 
. 149—Pension Plans and Their Administration 

. 148—Retirement of Employees 

. 147—Company Health Programs for Executives 

. 146—Company-Paid Sick Leave and Supplements to Workmen's Compensation 
. 145—Personnel Practices in Factory and Office 

. [44—Recruiting and Selecting Employees 

. 143—Fringe Benefit Packages 

. 142—Executive Development Courses in Universities 

- 141—Severance Pay Plans 

. !40—Management Development 

. 139—Company Organization Charts 

. 138—Bulletin Boards 

. 137—Escalators and the New BLS Index 

. 136—Employee Magazines and Newspapers 

. 135—Suggestion Systems 

. 134—Cooperative Medical Programs 

. 133—Employee Savings and Investment Plans 

. 132—Stock Ownership Plans for Workers 

. 131—Employee Induction 

. 130—Time Off with Pay 

. 129—Communicating with Employees 

. 128—Computing the Cost of Fringe Benefits 

. 127—Union Security and Checkoff Provisions 

. 126—Controls of Absenteeism 

. 125—Information Racks—A New Communications Medium 
. 124—Developments in Supervisory Training 

. 123—Letters to Nonsupervisory Employees 

. 122—Evaluating Managerial Positions 


In the December Management Record 


Compensation Surveys for High-Level Positions—Most companies do not have in- 
formation on compensation rates for high-level positions in other companies. And 
without this information, it is difficult to set up a well-formulated and workable 
executive compensation program. Perhaps it is for this reason executive salary surveys 
are no longer looked upon with such a jaundiced eye. In this article these surveys are 
thoroughly examined, and their advantages and weaknesses weighed. 


Life Insurance for Retired Employees—tn addition to the basic pension, life-insur- 
ance protection is the most prevalent of the new benefits being offered today to 
retired employees. Most companies that grant such coverage do so by continuing 
benefits, on a reduced basis, from a group term-insurance plan. How these benefits 
are reduced is discussed in this article. 


Foremen During a Strike—tThe foreman is often the only member of management who 
has direct contact with the rank-and-file employees. Therefore, he is in a key position 
during a strike situation. Many companies, aware of this, issue special strike instruc- 
tions to their supervisors. The article reports on what is covered in these instructions, 
as well as what foremen do in various companies if a strike starts. 


Companies Study Executive Selection Cooperatively—Although there is a grow- 
ing shortage of competent managerial personnel, most experts agree that the 
problem isn't one of a shortage of talent but rather one of finding it. One of the 
most promising solutions to this problem is the scientific study of what makes a good 
executive. This article discusses the work of two separate groups that are now con- 
ducting such studies on a cooperative basis. 
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Members and Guests 
of The Conference Board Economic Forum 


(Left to right from top to boitom) 


Martin R. Gainsbrugh (National Industrial Conference Board) John S. Si 
(National Industrial Conference Board) Bradford B, Smith (United State: 
Corporation) 


Imrie de Vegh (de Vegh & Company) Walter E. Hoadley, Jr. (Arm 
Cork Company) Solomon Fabricant (National Bureau of Economic Res 
Inc.) Edwin B. George (Dun & Bradstreet, Inc.) 


Albert T. Sommers (National Industrial Conference Board) Nathan M. K 


(U.S. Department of Agriculture) Jules Backman (New York Univ 
George P. Hitchings (Ford Motor Company) 


{ra T. Ellis (E. 1. du Pont de Nemours & Company) Roy L. Reierson (B 


Trust Company) Louis J. Paradiso (U.S. Department of Commerce) O, 
Saxon (Yale University) 


